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PREFACE 


Since the nationalization of 14 major commeroial banks, 
first by an Ordinance on July 19, 1969, and later by an Act 
passed by the Parliament on August 9, 1969, the question 
of bank nationalization in India has become a controversial 
question. Supreme Couit*s judgement of Feb. 10, 1970, 
declaring the Banking Companies (Acquisition and Transfer 
of Undertakings) Act, 1969, as unoonstitutional, added a 
new turn to this controversy, compelling the Government 
to issue a fresh Ordinance on Feb. 15, 1970 to revalidate 
the Nationalization Act. The controversy is presently at 
its climax, with the Parliament grappling with different 
constitutional and other issues. 

This book attempts to evaluate different schemes and 
proposals put forward by the Government and other financial 
bodies to make the nationalised banks a vehicle of efficient 
financial service to the nation by their meeting adequately 
the requirments of the priority sectors of the economy. 
The issue of nationalization has been dealt with primarily 
from the economic angle, although due reference to political 
implications has been made side by side. 

The book is expected to serve the purpose of the 

students, research scholars, planners, general readers 

and the bankers who seek answers to their respective 
problems. 

To make the book useful, a special chapter on "Banking 

Systems in Other Countries’* has been added to inform the 
readers about the manner in which the banking industry 
m different countries has evolved to fulfil its objectives. A 
serious study of this chapter will be helpful for comparing 
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the evaluation of new Indian propoeale in the light of the 
achievements of different banking meaenres adopted by 
other countries. 

Whatever the picture of the banking system that finally 
emerges in India, the analyses and snggestions presented in 
this book are intended to be of lasting interest^ and we 
hope, will prove interesting. 


J. C. VERMA 
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introduction 


The nationalisation of 14 major oommeroial banks was an- 
noonoed by the Government of India throngh an Ordinance 
promulgated by the President under Art. 123 of the Con^itution 
on July 19, 1909. The Ordinance was replaced by the Banking 
Companies (Acquisition and Transfer of Dndertakings) Act passed 
by the Parliament on August 9, 1969. 

The validity of the Ordinance and the Act was challenged 
through a petition in the Supreme Court on the following principal 
grounds : 

(i) The Ordinance promulgated under Art 123 of the CoMtitu- 
tion was invalid because the conditions precedent to the exercise 
of the power did not exist ; 

(1*0 In enacting the Act Parliament encroached upon the 
State list in the Seventh Schedule of the Constitution ; and to 
that extent the Act is outside the legislative competence of 
the Parliament ; 

(ftO By enactment of the Act, fundamental rights of the 
petitioner guaranteed by the (Constitution under Art. 14, 19 (i) 
(/) and (g) and 31 (2) are impaired ; 

{tv) That by the Act the guarantee of freedom of trade under 
Art. 301 is violated ; and, that in any event, retrospective opera- 
tion ffiven to Act 22 of 1969 is ineffective, since there was no 
valid Ordinance in existence. The provision in the Act, retrospect- 
ively validating infringement of the fundamental rights of citizens, 
was not within the competence of Parliament. The sub-sections (1) 
and (2) of section 11 and section 26 are invalid. 

The Supreme Court, after hearing the arguments of the 
Petitioner as well as the Glovernment of India, passed a majority 
judgement of lO-I on February 10, 1970. The judgement declared 
the Bankiog Companies (Acquisition and Transfer of Undertak- 
ings) Act, 1969 under which the 14 major commercial banks in 
the country had been nationalised to be void and unconstitutional. 
Thus the nationalised banks were denationalised as soon as 
the judgement of the Supreme Court was announced. 

Court held that the impugned Act was discriminatory 
and that the action taken or deemed to be taken in exercise of the 

power under the Act was unauthorised. Sections 4,6, and 6 and 
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proWaionsTpr re 

the PMHament ""bat’ pShited *^ont 'the'*i!r ,?““P®‘®““ °f 
diBorimination* caused by the enactment ‘hostile 

bauKs by prohibiting tLm froTc«rvm^*^on'l 

IfS’iSr 

!nTh Jr“‘X‘!* 

compensation of the undertakings of the named bankJ^nTtI^“f^ ^ 

publ.0 parpoaee by the State for the U banks aa acquireTfor the 
purpoae of developing the national economy, to confer benefita on 
weaker aect.ona and aeotore of the eoeiety and to nae deSa in 
mder public interest. The judgement upheld validity of^acauisi- 
tion under Art. 31 (2) of the Oonstitution and decllred that no 
mfringement was done to Art. al (2) because there was no just 
compensation, as quantum of compensation fixed by the leffialatnre 
waa not liable to be challenged before the conri^n th/ ponnd 
that It waa not a juat equivalent of the principlea apecifild for 
chln™gT compeosation which alao waa not open to 


Although a serious public controversy emerged from the 
verdict of the Supreme Court, creating forum-discuasions to 
support or reject the nationalization measure, the government 

in the matter so that the 
tempo of economic and social objectives and inspirations set 
in motion may not be suppressed and the new course of activities, 
adopted by the nationalised banks i.e., to channelise the banking 
resources for economic and social development of the country by 
meeting the requirements of the various needy sections and priority 
sectors under the government directives, may not be obstructed 
and be emoothly pursued. 
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The renationalizatioQ of the banks concerned was announced 
by the Government on February 16, 1970 by an Ordinance issued 

bvthe President. The renationahzation was done with retros* 

pective effect from July 19, 1969 when these banks were originally 
taken over by the government. The new Ordinance sought to meet 
the two main objections viz. ‘hostile discrimination and illusory 
compensation* raised by the Supreme Court and also made certain 
changes in the text of the Act 22 of 1969. These changes may be 
seen in a separate Appendix at the end of this book. 


An Appraisal of the New Ordinance. 

The new Ordinance was sabatantially different from the 
earlier one promulgated on July 19, 1969 as well as from the 
Banking Companies (Acquisition and Transfer of Undertakings) 
Act of 1969. The new Ordinance omitted Section 16 (2E) in the 
Act to overcome the charge of discrimination against the share- 
holders which forebade them from doing banking business. This 
amendment left the shareholders free to engage themselves in 
banking and other business (even non banking) subject to the 
limits prescribed in the Memorandum and Articles of Association 
of their concerned undertakings. 


Further, the compensation scheme provided in the Act was 

scrapped and replaced by a new one. Instead of principles of 

computation of compensation prescribed in the impugned Act, 

the new Ordinance specihed the amount of compensation to each 

of the 14 banks without, however, mentioning the basis on which 

the figure was arrived at. The total new compensation amounted 

to Rs. 87.40 crores— Rs. 12.40 crores more than what was 

envisaged in the Act. Under the scheme the compensation payable 

is Rs. 17.50 crores to the shareholders of Central Bank of India 

(3 } times the paid-up capital) ; Rs. 14.70 or, to the Bank of India 

(3-* times the paid-up capital); Rs. 10.20 cr. to ^ the Punjab 

National Bank (6 times) ; Rs, 8.40 or. to the Bank of Baroda (3J 

times) ; Rs. 8.30 cr. to the United Commercial Bank (3 times) ; 

Rs. 4.20 cr. to the United Bank of India (1^ times) ; Rs. 3.60 cr 

each to the Canara Bank (2i times) ; The Dena Bank (3 times) * 

^d the Syndicate Bank (3i times) ; Rs. 3.10 or. each to the Union 

Bank of India (2i limes) ; and the Allahabad Bank (Sitimes)- 

Rs. 2.60cr. to the Indian Overseas Bank (2| times) ; and Rs’ 

^30 or. each to Indian Bank (2i times); and the Bank of 
Maharashtra {i\ times). -v ui 
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The following table gives an idea of the <]aaDtiini of com- 
pensation compared to the paid>ap, market and break-up values 
of the shares of the 14 nationalized banks 

Amount Paid-up Paid-up Market Break Compe~ 
of com- capital value 
pensation (incrores per 
(in crores of thare 
of rupees) rupees) 


Central Bank 
Bank of India 
Punjab National 
Bank of Baroda 
United Commercial 
Canara Bank 


Dena Bank 
Union Bank of India 
Allahabad Bank 


17.60 4.79 26.00 

14 70 4.06 50.00 

10.20 2.00 10.00 

8.40 2 60 60 00 

8.30 2.80 60.00 

3.60 1.60 60.00 


3.60 1.26 60.00 

3.10 1.26 6 00 


price as up nsation 
on July value per 
16, 1969 of the share 
share 

61.30 62.68 92.11 
98 60 129.63 181.48 
23 60 34.16 61.00 

93.60 113.20 168 00 

69.00 124.29 148.21 
6813 113 33 128 16 
8 65 14.98 16.61 

62 00 117.60 144.00 

6 66 9.84 12.40 

260.00 266.66 327.78 

126.00 228.89 266.66 

63 00 67.67 76.67 

117.60 216.00 260.00 
143 80 233.00 326.17 

19.86 23.30 32.63 
16.76 11.44 16.97 
1 09 2 33 3.26 


Indian Bank 
Bank of Maharashtra 
Indian Overseas 
Syndicate Bank 


3.10 1.06 100.00 

2.30 0.89 100,00 

2.30 1.48 60.00 

2.60 1.00 100.00 

3.60 1.29 AlOO.OO 

B 100.00 
B (1)7.60 
0 1.00 


United Bank of India 4 20 2 69 lO.OO 


Source I The Hindustan Times dated 18.2.1970. 


The compensation to the banks is payable in cash or Central 
Government securities according to the option to be exercised by 
the recipient undertakings. In the case of option for cash payment 
the amount will be paid in three annual instalments, each instal- 
ment carrying interest at 4% per annum from July 19, 1969. In 
case the option is for compensation in the shape of securities, 
the company can choose either a ten-year security carrying 
interest at 4.6% p.a., or a 30-year security with interest at 6.6% 
p a., in either case from July 19, 1969. The option can be exer- 
cised for payment partly in cash and partly in seourties in such 
proportions as the recipient may wish. The option is to be 
exercised within three years and this date can be further extended 
by the government in case of any company. In case the company 
fails to exercise the option, ten-year security with 4.6% interest 
shall be paid to it and the amount will be payable within 60 days 
of the date by which such option is to be deemed. Compensation 
can also be paid as interim opto 76% of the paid up capital if 
any company so desired, according to its option, in cash, in 
securities or in both. Interim compensation is also payable within 
60 days of the receipt of the option. 
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The Ordinance did not contain any provision for a tribunal 
as was envisaged in the Act for the reason that the compensation 
was to be paid as fixed by the Government instead of laying down 
principles for computation of compensation. Similarly, the 
provision in the Act for the setting up of advisory boards was 
deleted in the Ordinance. 

As regards the management of the renationalised banks, the 
Ordinance provided for the Board of Directors being constituted 
by the Central Government in consultation with the Reserve Bank 
of India, for managing each renationalised bank and so long as it 
was not done, these banks were to remain under the control of 
the reappointed custodians. The Board of Directors of the 
nationalized banks are to include representatives also of deposi- 
tors, employees, farmers, workers and artisans. 


An Assessment of the New Ordinance : 


The new Ordinance was welcomed by the people as it did 
away with the infirmities that led to the Supreme Court to strike 
down the original enactment The Government, through the new 
Ordinance^ honoured the Supreme Court verdict in regard to pay- 
ment of compensation. The Government also removed the prohi- 
bition imposed on the 14 banks under the impugned Act's section 
16 (2) (e) restraining them from carrying on banking business. As 
a result of this, the distinction between banking and non-banking 
business was removed. The renationalised banks could now retain 
their names and carry on their banking business as also any other 
business permitted in their Articles of Association. In this way 
freedom of trade, commerce and intercourse* guaranteed under 
Art. 301 of the Constitution was restored to these banks. Further, 
the objections raiwd under Art. 19 (1) (g) of the Constitution 
guaranteeing the right to 'practice any profession or to carry on 
any occupation, trade or business* was sought to be removed by 
providing for cash compensation in the absence of which the 
unde^akings were prevented to carry on business. Further, the 
new Ordinance removed the fears in India and abroad about the 

prospeote of nationalization of all the banks In India including 
the foreign banks. 


It was anticipated the owners or shareholders of the re- 
nationalized banks would challenge again the Ordinance, or the new 
enactment, m the Supreme Court as, according to their counsels, 
the mwsure was not free from lacunae and retained the arbitrary 
character of the Govt action in arriving at the quantum of 
compensasion. According to some lawyers, the new measure was 
“ore flagrantly retrospective. It is stated that the compensa- 
nf Government did not reflect the correct value 

^ ‘components of value* viz. good- 

However, this objection does not seem tenable as the new 
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oompeDBstion Bcheme of the GoverDmeot was more liberal and 
authorities claimed to have taken into account various factors 
such as the assets, liabilities, profitability and goodwill in fixing the 
compensation. The above legal issues are therefore not likely to 
block the future course of action to be taken by the Government 
to rnn the renationalized banks in the better interests of the 
common people, rapid growth of the economy and towards 
attaining a higher standard of operational efficiency. 

Accelerating follow«ap measures ; 


The benefits of bank nationalization can only be 
reaped if the follow-up measures to achieve the planned 
objectives are expedited and banks are organised, without further 
loss of time, to pursue their new role in the economy of the 
country. The progress made so far is only nominal. Unless steps 
are taken soon at good speed by each individual banking under- 
taking to meet the challenge of the backward economy of the 
nation, particularly in the rural region, new hopes created in the 
country, in villages and towns, among the small industrialists 
and farmers, the petty artisans and the unemployed engineers, 
and the like, would not be materialized. The consequences of the 
failure of the new measures would be highly suicidal and may 
cripple the economy beyond repair. 

It is, however, heartening to note that considerable benefit 
has accrued to the people since banks were nationalised in July 
1969 though the issue was subjudice. Of the 611 new brands 
onened since nationalisation, 221 belonged to the rural areas, ^e 
deposits of these banks went up from Rs. 3,874 orores in July 
1969, 'to Rs. 4,047 crores as on Deo. 26, 1969. 

In the agricultural sector alone, the number of accounts 
increased from 1,71,881 to 3,66,998 during this period. Advanoes 
increased from Rs. 39 crores to Rs. 92 orores. 


Let us hope the tempo would be mamUmed ^^d the 
enthusiasm of the banking community as well m of vanoM 
beneficiaries of the financial credit, would be fully tapjwd by the 
Government for more production, accelerated economic activity 
and creation of fuller employment opportunities. 
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CHAPTER 1 


JUSTIFICATION OF NATIONALIZATION 

The fourteen major commercial banks with a deposit of Rs. 

50 crores or above eachwere nationalized by the Government of 
India under the Banking Companies (Acquisition and Transfer of 
Undertakings) Act, 1969. The Act replaced the Ordinance of July, 
19,1969. This step of the government was based on the demand 
for nationalization of the banking industry which had persisted in 
the country since independence. In this direction, a beginning was 
madcin 1955 with the nationalization of the Imperial Bank of 
India by converting it into the Slate Bank of India. The public 
sector now covers 1^4% of the banking business as against 27^p. 

At the end of December, 1-967 the total deposits and bank 
credits of the 14 nationalised banks were Rs. 2312 and Rs 15«3 cro- 
res. State Bank of India Rs. 859 crore, and Rs. 597 crore; State Bank 
subsidiaries Rs. 248 crore and Rs. 151 crore Foreign Banks Rs. 402 
crore and Rs. 336 crore other Indian Scheduled Banks Rs. 264 
crore and Rs. 162 crores respectively. The number of oflices 
ot the nationalised banks was 3,362, State Bank of India 1 466 
State Bank subsidiaries: 757, Foreign Banks 109 and other Indian 
Scheduled Banks 1,103. The position of deposits and bank advan- 
ces in respect of the nationalized banks as at the end of 1968 was 
as under; 


Central Bank of India 
Bank of India 
Punjab National Bank 
Bank of Baroda 
United Commercial Bank 
Canara Bank 
United Bank 
Dena Bank 
Union Bank 
Allahabad Bank 
Syndicate Bank 
Indian Overseas Bank 
Indian Bank 
Bank of Maharashtra 


TABLE: I 

Deposits 


43.V27 
394*97 
355*96 
313-80 
240*58 
146*44 
143*69 
121*88 
115*22 
112*72 
112*19 
93*22 
84*59 
73 07 


Advances Owned funds 


(Rs in Crore) 


296*27 

11*88 

25305 

10*49 

209*40 

6*83 

19614 

5*66 

144*00 

6-97 

96 72 

3*21 

96*61 

405 

74*08 

2*93 

68*63 

2*56 

69*93 

2*54 

70*61 

2*66 

58*32 

2*15 

57 16 

2*06 

49*74 

2*02 
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In this connection it may be observed that all the nationalized 
banks now cover 84% of the total deposits and 82.8% of the total 
bank credits of all the scheduled banks including of all Indian and 
foreign banks in India. The 14 nationalized banks cover 62.8% of 
the total deposits and 63.5®o of the bank credits of the total nationa 
iized banks including the State Bank of India and its subsidiaries. 
The estimated position in respect of the bank deposits as on 
July 18, 1969 was as under : (Rs. in Crore) 

14 Banks 3,051 

SBl 1,177 

Subsidiaries 322 

4.550 


Net deposits of all 

Scheduled & Commercial. Banks 4,655 
(excluding Foreign and Co- 
operative banks) 

The above figures show that only very meagre banking busi- 
ness is now being handled by the coromerical banks left under the 
private sector. These are small banks with limited operations in 
specific regions catering small borrowers, the small businessmen 
and the small industrialists. The total deposits of these banks 
come to nearly Rs 95 crores as in July, 1969 which sum is very 
small as compared even with liie deposits ofthe Post Office Savings 
Banks which had 14 crores deposits at the end of 1967 and 
accounted for over Rs 700 crores. 


Objectives of Nationalization 

The main objectives sought to be achieved through the 
nationalization of banks have been stated to include the enlarge- 
ment of resources for economic growth, the development of 
agriculture and industry in backward regions as well as making 
bank credit available to priority areas which had hitherto been 
neglected. To achieve these objectives banks' policies of lending the 
funds shall be governed by the govcrnmenl instead of by few 
monopolist shareholders who in the past diverted bank resources to 
their self-desired channels ignoring the .needs of the country s eco- 
nomic planning. In this way the use of bank money for purposes of 
speculative activities and unproductive works shall be eliminated. 
The bank resources shall be utilised for encouraging new 
entrepreneurs. It is also proposed to secure professional standar^ds 
in bank management and provide adequate training facilities tor 
banking personnel by assuring reasonable terms of employment 
for the banking industry’s staff. 


Most of the current criticism against bank nationalization is 
based on the argument that the government could have achieved 
their objectives through social control of banks introduced 
in February 1969. The Government has taken a “hasty step 
prompted by “political motives” and stemming from “internal 
dissension” in the Ruling Party without observing the results ol 
social control measures recently given effect to The critics go 
f urther to add that the government has “flouted the basic principles 
of democracy and is taking away freedom from the people by its 
‘dictatorial steps’. The opposition apprehends the banking industry 
to be rendered ineffective and lost to the benefit of citizens in 
the inefficient bureaucratic administration of the public sector. The 
above criticism has been countered by those who are nationaliza- 
lion-concious. The issue has thus become controversial on political 
count but can. however, be analysed by economic reasoning to 
find out whelherlhere existed any economic justification that com- 
pelled the government to take this step, over-riding its social 
control measures. 

Objectives of Social Control Over Banks 

‘ The main objective of social control over banks was to make- 
banking industry more purposeful, more dynamic, more helpful to the 
common man and to ensure flow of banking resources in accordance 
with the objectives of planned economic growth by making the 
management of banks broad-based and progressive and reducing 
concentration of economic power. It defined higher priorities for 
agriculture, export and small industries. To achieve these 
goals, the social control measures consisted of establishing 
National Credit Council for making decisions for directing 
utilization «f banking resources into desired channels, 
effective control on banks by the Reserve Bank of India, con- 
ferment of powers on the government to acquire banking 
industry ; setting up commission to examine methods which have 
bearing on the development of banking industry on right lines, 
arrangements to gear up the training of senior and middle level 
bank executives and to improve technical expertise. 

A Comparison 

A close study of the objectives of nationalization of the 
14 major Commercial Banks and that of the social control over 
banks shows that their objectives as compared to each other 
were common by inheritance, over-lapping and inter-related. The 
government could have achieved these objectives, no doubt, 
from an effective social control as announced by it, but the 
weaknesses of the social control system were felt in many respects 
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Viz. persons controlling the policies of banks continued to exercise 
their influence over the banks in one way or the other, while the 
quick channelizing of the funds into the desired avenues of priority 
areas was not assured, and the progress made by the banks in 
following the programmes and policy directions under the social 
control scheme was found to be too slow. 

Economic Justification Arguments for Nationalisation — 

The Government felt that the social control scheme will not be 
effective without nationali;?alion of the major commercial banks 
for the reasons mentioned below which also suggest economic justi- 
fication for nationalization. 

Firstly, the commercial banks always favoured their lending 
for industry, trade and commerce in which their directors 
were interested. The requirements of the fa i and the 
small scale industry were always neglected. le distribu- 
tion of bank credit to these two sectors shows that onl i negligible 
share of the banks total advances was made available dc ite the fact 
that the Govt, had always emphasized priority fortbes ectors. The 
following tables, II and III, show the percentages of i ? shares in 
the distribution of bank credit made available by commercial banks 
to agriculture and small scale industry. 

TABLE II 

Share of Farm Sector in Bank credit. 

Year Percentage Share to Agriculture 


^larch 

1956 

2.0 

April 

1961 

3.1 

March 

1966 

2.4 

March 

1967 

2.1 


TABLE III 

Advances to Small Scale Industries as Percentage of Total 

Industrial Advances & Total Bank Credit 

Year Percentage Share to Small 

Scale Industries 


Dec. 

1960 

5.1 

>y 

1961 

5.0 


1962 

4.4 

March 

1965 

5.9 

yy 

1966 

6.2 

A 

fl 

1967 

J0.2 
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From the Tables II & III above, it would be observed that the 
share, in percentage, of bank credit to Agriculture and Small Scale 
Industry had not shown big fluctuations excepting for Small 
Scale Industry in the year 1967 which was solely accountable for 
the State Bank of India’s unusual participation. 

If we study purpose-wise distribution of Advances of Scheduled 
Banks during the First, Second and Third Five Year Plans, wc find 
that the share accountable to agricultuic vis-a-vis the importance 
attached to it was amongst the lowest during First and Second Pla^s 

and declined during the Third Plan as may be observed from the 
following : 


TABLE IV 

Purpose-wise distribution of Advances of Commercial Banks 


Sector 


1. Industry : 


Fir si 
Plan 


c 
^ 

O £ Q/ 
£ =» 


CQ 


. C ^ 
CXI ^ 

k. k. 

O O 
^ D. ^ 
> o 


Second Plan 


e 


£ 


*A 

O 


cij 2 
> 

-<1 d . 


^ rt s 

Q. i- Cl 
o ^ 

o.£ r; 
2 ao •- 

5 

i c o 


c 

3 

o 

£ 


T/nrc/ 


c <y> 
3 Cc^ 
O ^ 

£ o 

CXi O 
o ^ 

^ a 


a> O 

Q, 

o 
o Jr 
cx) ^ 
n.E 


> CO a 

<• ^ 


Cotton Textile 

64,5 

Jute Textile 

19.2 

Iron & Steel 

6.2 

Engineering 

19.5 

Sugar & Gur 

38.5 

Chemicals 

9.2 

Cement 

1.9 

Paper & Paper Products 


Plantation 


Public Utilities 

5.7 

Total (including others 
not mentioned) 231.5 


132.1 

105 

238.6 

25.9 

29 

61.0 

2 :.s 

267 

44.2 

80.1 

318 

253.8 

69.1 

79 

96.6 

22.1 

140 

61.3 

13.0 

584 

23.7 

7.8 

— 

28.3 

lO.I 

— 

47.5 

13.8 

142 

38.8 

504.5 

118 

1205.7 


80 

I3S 

94 

219 

40 

177 

82 

263 

370 

181 

139 
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2. Commerce : 

(i) Wholesale Trade : 


a) Agricultural 

commodities 109.2 

b) Non-AgricuUural 99.3 

(li) Retail Trade : 13.2 

Total (including others 

not mentioned) 253.7 

3. Financial 62.6 

4. Agricultural 14.5 

5. Persona) and 

Professional 47.5 


135.2 

23 

184.2 

36 

177.9 

79 

236.4 

32 

15.5 

17 

25.4 

63 

362.2 

43 

508.1 

40 

70.1 

12 

88.8 

26 

18.3 

26 

5.3 (-) 

29 

78.8 

61 

47.2 

52 


Source : The above results have been arrived at by working on the 
data in Table IX-50 page 169-170 Statistical Outlines 
of Indian Economy (Edn 1968) compiled by Shri V. G. 
Kulkarni of Financial Express — Vora & Co., Publishers 
Pvt. Ltd., Bombay. 

Secondly, the commercial banks bad failed to avail of the 
facilities of refinance from the Agricultural Refinance Corporation 
established in 1963 for the purpose of enabling the commercial 
banks and cooperatives t© grant agricultural finance liberally to 

farmers as may be seen from the following Table V. It shows bow 

the major resources of the corporation remained unutilised. 

TABLE V 


Year 

Total outlay 

Total Disbursements 


(Rs. in crores) 

(Rs. in crores) 

1963-64 

2.23 


64-65 

11.65 

0.45 

A AM 

65-66 

16.03 

4.45 

66-67 

9.50 

2 08 

67-68 

68.16 

l.bS 


107.57 

12.65 


Source : Annual Report of ARC 

Thirdly, it was exactly to divert the commercial bank’s credits for 
financing the farmers in the absence of adequate farm-finance ^om 
cooperatives, that the Government had initiated social control 
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measures. Whereas the commercial banks, complied with 
the formalities of reconstituting their boards in the desired 
manner, they reduced the size of book • loans from 10.1% to 3.1% 
in 1968. They sanctioned additional credit limits to Agriculture and 
Small Scale Industries and introduced new schemes to assist 
farmers and small entrepreneurs, but failed to create incentives and 
initiative among farmers in the villages. In the absence of consider- 
able branch expansion in rural areas for educating the rural folk 
to develop banking habits, their savings could not be mobilised 
towards deposits. Nevertheless the banks tried to explain away 
their neglect of the village side by doling out reasons of mass illite- 
racy, lack of protection arrangements, unsuitable locations, inade- 
quate and practically nil transportation and communications, unwil- 
lingness of stair to go to rural areas, non-banking habits of the 
villagers and farmers, etc. Social control could not compel the com- 
mercial banks to embark upon the risk and entail heavy costs of 
operation due to unprofitability and uncertainty of farming pro- 
jects and their unwillingness to follow the service motive rather 
than the profit motive. 


Fourthly, the government felt a resource gap in meeting the 
requirements of very much larger finance for agriculture— estimat- 
ed at about Rs. 2,000-2,300 crores. Cooperatives, even where they 
attempted to expand, strengthen and improve, could not havec over- 
ed even 40% of farmers' requirements by March, 1974. Therefore, it 
was necessary that additional agencies should enter this field so as to 
provide adequate, timely and cheap institutional finance for 
agriculture. For this purpose the government contemplated 
Agricultural Credit Corporations in under-developed states and also 
advised the Commercial Banks to enter in the field of production 
finance to farmers. The nationalisation of 14 banks was expected 
to put deposits and other accounts worth Rs. 2,742 crores at the 
disposal of the government. The Government could by control- 
ling about 80% of the deposits of the schelduled banks together 
with their 6000 |branches including those of the State Bank and its 
subsidiaries at Us disposal could give effect to the economic policies 
in regard to agricultural development. 


Fifthly, the Coinmer^ial Banks have recently started lon^-term 
finance to industries which was to prove detrimental to the 

activities of the speciabsed institutions cateri to long-term indus- 
trial finance viz. IFCI, IDBI. ICICI. SFCS. LIC and UTI. Such 
actiyilies of the Commercial Banks shall now be better checked and 

controlled by the government for which; too, acute nSy was 


Sixthly, serious regional imbalances and banking disoarities 
had come to stay. These factors tended to keerfome of the 

states comparatively backward. ^ ^ 
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instigated the government to expand banking 

ba k d Sn f under-developed and under- 

facilities were confined to urban areas, 
at the cost of rural and semi-rural areas. The following table VI 
^es rnmn^ industrially backward states are lacking banking facili- 

MaHhvn p states were; Assam. Bihar. Rajasthan. 

Madh> a Pradesh, Uttar Pradesh, Orissa. Haryana and Punjab. 


TABLE VI 

State-Wise Disparities in Banking Facilities 

[Figures pertain to the year 1967] 


\^ Banking Offices Deposits Mob ilises Uisinbuiion of Hanks 
Stales 1 % to total rank % to total rank % lo total rank 

2 3 4567 


Assam 

1.0 

17 

1.0 

15 

0.3 

17 

Bihar 

3.6 

12 

3.5 

9 

1.4 

12 

Haryana 

1.8 

14 

1.1 

14 

0.8 

15 

J. &K. 

0.3 

18 

0.7 

16 

0.1 

18 

Kerala 

6.0 

8 

3.0 

10 

2.6 

9 

Madhya Pradesh 4.3 

9 

2.5 

11 

2.2 

10 

Andhra Pradesh 7.2 

6 

3.5 

9 

3.5 

8 

Tamil Nadu 

14.0 

1 

6.2 

6 

10.2 

5 

Gujarat 

8.9 

5 

8.3 

4 

6.0 

4 

Mysore 

9.3 

3 

4.9 

7 

4.7 

6- 

Orissa 

1.3 

16 

0.6 

17 

0,4 

16 

Punjab 

3.9 

11 

4.2 

8 

1.7 

11 

Rajasthan 

4.3 

10 

1.8 

13 

I.l 

14 

U, P. 

9.2 

4 

7.9 

5 

4.1 

7 

West Bengal 

6.2 

7 

14.5 

2 

22.5 

2 

Delhi 

3.6 

13 

9.3 

3 

4.8 

5 

Others 

1.7 

15 

2.3 

12 

1.2 

13 


Source: Compiled from Tables Relating to Banks in India for 
1967 issued by the Reserve Bank of India. 

It appears from the above table that there exists wide disparity in 
the numbersof banking offices, deposit mobilization amount'and 
distribution of bank credit in different States as per 'rank' given ir> 
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Col. 3,5 and 7. It can also be seen from the above table that the 
banks followed the usual practice of mobilising deposits in one stale 
and distribute it in the shape of advances in other states i.c. U.P. 
ranked 5, Punjab 8 for deposit mobilization whereas they ranked 7 
and 11 respectively for bank credit. Similarly, Tamil Nadu ranked 
6, Mysore 7 for deposit mobilization whereas they ranked 3 and 6 
respectively for bank credits. Besides, it is noted that the big 50 
cities in India account for 31.1% of the branches of commercial 
banks, for 68.1% of the total deposits and for 62% of the total 
advances. Banks open their branches in semi-urban areas to reap 
deposits and to transfer them into advances to urban centres viz. in 
Bombay Delhi, Calcutta asthescare big metropolitan cities and their 
total advances exceed the total deposits. In Bombay total deposits 
mobilized by banks were Rs. 784.44 crores and advances made were 
Rs 801.72 crores. In Calcutta these figures stood at Rs 467.46 
crores and Rs. 601.95 crores respectively. 

The above data confirm that banks have not promoted or culti- 
vated nett business. They have just served vested interests or the 
industrialists. The regional disparity in banking facilities leads to 
regional inbalances causing backwardness and under-development 
in some of the States. 


. 1 - the above circumstances, the Government came to 

the conclusion that public ownership of major banks will 
help in elTective mobilization and development of national 
resources and its utilization for productive, economic, plan, priori- 
ties and objectives. This establishes economic justifications for 
nationalization of the major banks with a view to derive financial 

Arguments Against 

On the other hand, the following set of circumstances and 
conditions establish that the government made haste in 

nationalising the banks without searching for an alternative course 

and thus the national economy could be affected adversely : 

restricted' available for trade and commerce shall be 
restricted by nationalisation and not be freely available for 

purposes. The banks left out in the nonmationaLed private 

with their meagre resources, shall not be able to meet the require 

of " adl and" and commerce. Having regard to the importance 

forces ^workfno T”"” .maintaining equilibrium through new 

cause the nationalization is bound to 

the economy of this country to suffer on this count. This. 
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drawback seems to have been realised by the government. Hence 
the State Bank of India recently announced to consider pro- 
grammes for extending financial help in this field. 

Secondly, the industrial growth of the nation is likely to be 
checked as the industries have mainly depended for their working 
capital requirements on commercial banks and got it in the past 
expeditiously and conveniently. This requirement of industries is 
not being met by the long-term financial institutions and the 
non*nationalized banks shall not be able to cater the needs. 
The supply of finance for working capital requirements from the 
nationalized banks is bound to be restricted under the policy frame- 
work of the government and even if the nationalized banks are 
instructed to follow a liberal policy in this respect, delay and 
inconvenience are bound to be caused in the procedural practices 
which are inherent in public sector undertakings. 

Thirdly, investment climate has not so far been created in 
villager. The fact that there is little immediate business dampens 
B inks’ plans to launch operations in rural areas. The villages 
have yet to learn banking habits and to be inclined to respond 
to the schemes of saving mobilization . Lack of proper infra- 
structural development in rural areas further causes hindrances 
in their way and puts agricultural bankinginto a difficult situation. 

Fourthly, the availability of increased financial assistance to 
villagers to purchase agricultural inputs viz. fertilizers, hybrid seeds, 
modern machinery and equipments, including tractors and irrig- 
ational pumping sets pesticides, herbicide and other useful 
inputs shall generate excess demand for these inputs. In the absence 
of their adequate supply which is obvious in the present times 

shall create inflationary conditions in the agrarian economy which 
shall prove harmful to the society. There exists already a black 
market in the trades of various agricultural inputs and their ingress 
of extra credit facilities shall cause a spurt to black market, 
ing in loss to farmers and opening new prospects for black- 

marketeers. 


However, Firstly the government should provide and create 
conditions for the banks which have not been nationalized to expand 
their resources to meet the requirements of the industry and 
commerce and be able to carry on trade on liberal erms to bridge 
the eao which is liable 10 be created by nationalization of banks. 
These banks shou d be able to compete with the nationalized banks 
in all their actions and operations and inbibe a spirit of compe- 
tence and efficiency in both the sectors. 

Also to accelerate the pace of agricultural 
government should start active propoganda in villages to educate 
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the peasants in banking habits by opening branches in villages ; 
mobile banks should be entrusted with the responsibility of carry- 
ing out both the advertising propaganda as well as banking opera- 
tions in the villages. Wherever it is possible to open branches in 
rural areas, the staff should be provided with due facilities, viz. 
residential accommodation, conveyance etc to make them ready 
to come from the cities to the villages for employment along with 
their families etc. to enable them to provide education to their 
children and to feel comfortable by enjoying from time to time 
the town life. Mere nationalization of banks is not going to bring 
material achievements. Efforts are required to be made to achieve 
the capacities on which nationalization of commercial banks will be 
based and activate the fullest cooperation of the people who 
are to be benefited or affected by the measure. 



CHAPTER II 


bank nationalization & ECONOMIC GROWTH 

Nationalization of the fourteen major commercial banks 
does not mean and cannot be concluded to mean that the govern' 
ment has in any way put in gear ‘socialism’ in the economy 
of the nation. This step, at the present moment and in the 
prevailing circumstances, reflects a keen desire on the part of 
the government to eliminate the economic imbalances growing 
fast in our economy of which the government has currently become 
aware. Momentary measures are the tools in the hands of the 
government to be practised, inter alia, through its esteemed agencies 
like the central bank i.e. the Reserve Bank of India, with a view 
to correct the growing economic imbalances. These measures 
can not prove by ihemsevcs fruitful for controlling the banking 
resources and to direct them towards a comprehensive economic 
development of the country. 

The nationalization of these banks has been done with the 
major objective of attaining the economic development of the 
urban and rural areas in agricultural and small scale industrial 
sectors or in other types of self-employed professions for the 
development of which the credit and finance was not so readily 
available through the Resources of the banks. In several foreign 
countries with predominantly capitalist economies, viz. in France, 
Italy and Sweden, nationalization of some of the banks was carried 
out for achieving certain desired results. In India conditions in 
both urban and rural areas do not enable the common man to 
get easy finance to belter his mode of earning. Under such condi- 
tions the present step of the government has aroused some hope 
in the masses who represent the middle and poor strata of the 
society to think and plan a res* pectable mode of earning their 
livelihood by raising borrowings from the Government banks for 
agriculture, small industry, retail trade and small commerce. The 
role of nationalised banks in the comprehensive development of 
the nation’s economy, can be exa- mined, therefore, under different 
sub-headings, viz. urban economy, rural economy, agricultural 
sector, small scale industry sector etc. It should be followed by a 
study of the impact of the diversification of banking resources the* 
large scale industry and on the long term financial institutions 
catering to this sector. 
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Urban Economy 

Urban economy of India covers 2,699 towns, as per the 
census of 1961, where the principal occupation of fhc majority of 
the population includes non-agricultural vocations, trade and com- 
merce, industry and other liberal professions, viz. medical, legal, 
practice, teaching and employed and self-employed labour classes, 
etc. In these towns arc scattered 6.816 b.inking offices (at the 
end of December 1967) which arc particularly located in those 
areas where the population is more than 20noo. The State 
Bank of India opened some of its brandies even in smaller towns 
with more or less than 5,000 population but in any sample survey 
conducted to study the significance of banking offices in urban 
areas, the total number of such offices will be insignificant. In 
some of the metropolitan cities the number of banking offices 
exceeds even 100. Under these circumstances it cannot be 
concluded that all the urban centres have banking offices, 
particularly in towns where the population is less than iO.OOo! 
Such towns number 1,115 as per census of 1961 inhabited 
by nearly 1 crore people. This sample calculation gives an idea 

of paucity of banking facilities even in the urban areas, what to 
speak of rural ones. 


T majority of the population comprises 

of labour classes— skilled, semi-skilled or raw hands- employed or 

self-employed, the middle class people reflecting employed educated 

industrialists, craftsmen or 
tnZ* are big businessmen, wholesalers, repre- 

senting commercial enterprises, business houses and industrial 

has been confined to this latter 
class as far as availability of the advances, finances or credit facili- 
ties are concerned. In the urban economy, the banking mobiIi 73 - 
tion from po^ and middle classes facilitates advances to these 
funds anH bankers are keen on the safety of the depositor’s 

iSMPis 

IppS 

^ilh the^atlSna'lfza&llanks”' inT ‘se^rWee’ 

areas by 

employed labour or th? labour empryV^^lTprSrp^.e^sfs. ttel'f 
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machine-lool-factories. tailoring houses, barber shops, bakeries etc., 
shall not be possible till they know how nationalized banks can help 
them to earn their living in a better manner. Moreover, it will be 
difficult for most of these workers to apply to the banks for loans as 
they may not be able to meet even the relaxed security terms for 
borrowing. By organising themselves in cooperative socities they can 
however, borrow from banks and acquire their own footing and run 
their own workshops independently. Formation of credit societies 
of their own can also help them to solve their problem of getting 
belter return for their labour. But there is no necessary guidance 
readily available to enable these workers to form cooperative socie- 
ties Therefore, there exists imperative urgency to create precon- 
ditions in the urban society to enable the people at the' lower level 
to utilise the facilities of the nationalised banking sector for their 
betterment. These preconditions can he created only through 
the governmental agencies or by the nationalized banking sector 
imparting necessary guidance to the needy people to borrosv fron> 

them for their vocational or business purposes. Thus by ^^I'Sing 
the economic conditions for the pooror lower middle classes througn 
their own efforts and with the assistance of the banks, the 
stagnant imbalance in the urban economy can be ended for the 
benefit of the nation as a whole. 


Rural Economy 

It is the rural economy that deserves more emphasis from the 
nationalized banks. The banking facilities are conspicuously 
absent in rural areas. So far the village economy has been, 
greatly handicapped by limited circulation of money ; village 
economy still has non-monetary characteristics, viz. barter 
system i still patronized as a normal routine of economic 
tionsinthecouf^^eof day-to-day Absence of ^ 

rural areas has rendered the villagers ignorant banian facilities 
which can mobilize their domestic savings and save them from 
paucity of cash and credit. Notwithstanding the fact, the 
aa^e bLks cooperative banks and credit societies and the recent 
move of the Stale Bank of India through its branches !" ^ 

is of little significance. 

ron.me.cial banks however, could not enter the village econ- 
omy to^Tek serious business oppor.un^s for several ^reasons, 
v,z. more emphasis was U.d n ^he P'ann ^^p ^ 

“°‘l"fi^nrnce”“X:"^“ co-:lo1reps were taken to persuade: 


N 
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vigorously by the commercial banks to shift their operations into 
the rural economy. This fact is amply evidenced by the prelimi- 
nary report 1936 and statutory report 1937 of the Reserve Bank 
of India, All-India Rural Credit Survey Committee Reports 1954 
and the papers contemplating the seting up of Agricultural Refinance 
Corporation. Under these circumstances the rural economy has 
suffered in isolation of the banking facilities. 

The requirements of the rural economy for banking facilities 
can be broadly grouped in two categories, viz. deposit purposes 
and borrowing purposes. The green revolution in the fields has 
enabled the farmer to reap 20% of the national income in the 
villages which far outgress in the regular display by means of 
extravagance in jewellery, drinking habits, etc. The village surplus 
is to be mobilised through deposits. Secondly, the requirements of 
the intakes for credit are of two types firstly i.e. for financing 
farming, village industries, artisans, and craftsmen, and 
secondly, for household purposes, to repay loans taken from 
indigenous moneylenders on high rates of interest to meet 
the expenses of the household, social ceremonies and festivals, etc. 
The requirement for household purposes is as much urgent as the 
requirement for professional purposes because if this requirement 
IS not met the funds borrowed for professional purposes shall be 
utilized for household expenditure. 


mrtt* nationalization of banks has been done with the prime 

surplus by way of deposits and to. 
meet the requirements of credit for agriculture purposes and for 

industries in rural 


k£ siSSfs 

Lpiul'anTLo^dsconsumptfon^ 
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construction of public buildings hospitals, schools etc. will have to 
be done gradually. In this way, marked improvement will be attain* 
ed in this field which has remained so far neglected leaving the 
Village economy closed and vulnerable so that there is sufficient 
promotion of banking facilities in rural areas and formation of 
the social capital will aho go hand-in-hand. 

Agriculture : 

The contribution of the commeicial banks in the farm sector 
remains quite insignificant. As per current data available, it is 
observed that commercial banks have met only 0‘4% of the total 
credit requirements of the rural people, leaving 62% to be met by 
moneylenders, 15.4% by cooperative institutions and government, 

by traders, 6-4% by relatives and 8‘5'’o by other sources. As 
against these figures the industrial sector has c>mmandcd 64% 
share in 1967. The percentage share of agricultural credit in total 
credit advanced by the scheduled banks was in 1956. 3 I % in 
1961 and 2'4'^o in 1966 which declined to 2*1% in 1967, including 
for plantations. 


The modernization of agriculture requires bigger share of 
capital inputs engaging Urge capital investment to achieve growth 
in this sector in both absolute and relative terms. The in- 
creased use of capital is associated with the change in the relative 
proportion of different inputs with the changing pattern of farm 
organisation and with the increasing degree of specialisation. The 
capital inputs arc cither of labour-saving nature or of output 
increasing nature. Both types of capital have important influences 
on the effccicncy and profitability of farming. Lack of finance for 
this type of capital investment is one reason for the under deve- 
loped state of the agricultural sector. The assistance from banks 
was not available for agricultural modernization. Besides, there re- 
mained always absence of developmental agencies which could have 
rendered them contract costs, on hire purchase bases, certain mini- 
mum modernizing facilities toindividual farmers. No doubt, a num- 
ber of developmental programmes under the Community Develop- 
ment Projects and Intensive & Extensive Agricultural Schemes were 
launched but these did not benefit the small farmer and their use 
was limited to big and influential landlords. 

Under the above circumstances the nationalization of banks 
has fostered some new hopes in tne minds of the Indian farmer for 
financing his modern capital inputs for accelerating the pace of the 
'Green Revolution’. 
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Experiences of the State Bank of India : 

State Bank of India grants advances to farmers directly for 
all agricultural operations for increased agricultural production 
right from sowing to harvesting of crops, processing, preservation, 
storage, transportation and marketing of agricultural produce. 
Besides finance is given for other farming activities, viz. animal 
husbandry, dairy farming, pisci-culture. piggery, poultry farming, 
horiiculture and fruit cultivation. Recently the SBI has also 
started financing the agro- industries corporations to enable them 

r pumpsets etc. and extend hire- 

purchase facilities to farmers for the purchase of machinery and 

df ribution of agricultural inputs such 
as fertilizers, pesticides, seeds etc. Direct commitment to farmers 

of InS'mLo"'' “‘"‘■''"''f aggregated Rs. 29.90 crores at the end 
■Of June 1969 as per details given below : 

TABLE VII 


Types of Assistance 

1. Crop finance for purchase 
of inputs and meeting 
other cultivation expenses 
and developmental loans 

2. Purchase of Agr. machinery 
& implements 

3. Poultry 

4. Fisheries 

5. Dairy 

6. Grape Vineyards 

7. Piggery 

Horticulture 
9. Others 



(Rs. in crores) 

of Accts 

as in June 1969 


sanctioned limits 

26678 

15.53 

5927 

9.81 

157 

0.89 

322 

2.20 

126 

0.55 

28 

0.17 

9 

0.01 

12 

0.03 

172 

' 0,71 

37031* 

29.90 


Bank by the 

ment of fkrms secftor vtz^*Small schemes for the develop. 

•Scheme: Tarai Seeds Project, etc. Schemes, Farm Graduate 
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Inspite of the above facts, SBI’s assistance to farm sector^ 
taking into account its total assistance to all other sectors of 
the economy, is quite meagre. In a way it has kept the spirit of 
commercial banking going by disbursing more than two hundred 
crores of credit to Food Corporation of India for trading purposes, 
as the Commercial Banks used to do, instead of actually and 
directly financing the farming sector for acquistion of capital inputs 
and meeting other requirements of farm projects. At the end of 
June, 1969 the total volume of assistance aggregated to Rs. 274.00 
Cl ores, in terms of limits sanctioned by FCl and Rs. 206. 10 crores 
in outstandings as at the end of June 1969, 

Village & Small Scale Industries : 

More importance is required to be attached to the develop- 
ment, modernization and rehabilitation of the village and small 
scale industries to provide full, part-time, seasonal and regular 
employment to the unemployed, under-employed and fractionally 
employed village and urban population. The modernization of 
agriculture, by using labour-saving machanical equipment, shall 
further render surplus labour in search of employment. It has 
made it expedient for laying down suitable preconditions for 
the development of this sector. Assuring adequate provision of 
banking facilities inter alia was the aim of nationalization of 
major banks. 


The government has attached significant importance to the 
cause of development of the village and small scale industries 
during the plan periods in its development programmes. This 
can be achieved by the allocation of expenditure made during the 
four plans as shown in table VIII : 


TABLE VIII 

Expenditure on village & small scale industries 


Flan 

Original 

Revised 

% increase 

3 Yearly 

% increase 


amount 

amount 

over the 

average 

on annual 

fl) 

(2) 

13) 

1 earlier Plan 

of col 3 

1 

average 


First plan , 31.20 43.00 

Second Plan 200.00 180.00 

Third Plan 264.00 240.76 

Annual Plans 

(1966-69) 144.13 144.13 

Fourth Plan 

(revised) 294.71 294.71 


419®' 


133® 


-0 

) ' 
,0 


8.06 

36.00 

48.15 


122 % 


443% 

133% 


58.94 122% 
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It is evident from the above table that the village and small 
scale industries have been allocated consecutively increased funds 
during the plan periods as this sub sector of the nation’s economy 
plays a vitol role by engaging two crores of persons which is four 
times more than the employment given by the large scale industrial 
sector. Taking tliis fact in view, it should have been wiser for 
the government to allocate more funds to this sub sector than to 
the large scale industrial sector. There exists a vast disparity in 
the fund-allocation and outlays among the small scale or large scale 
industrial sectors. In the fourth five year plan this disparitv exists 
in states as the small sector gets only 3.3% of the total outlays 
as against the 215% for industries or minerals. Following this 
Ucnd in the pattern of industrial outlays-allocation it is appre- 
hended that serious imbalances in the economy in the shape 
of concentration and regionalization of- industries might 
grow. To avoid this Situation and to promote rapid development 
of small industrial sector, the nationalization of the commercial 
banks was done to make finance readily available to small scale 


..o banking assistance to small scale industry was 

scarcely available, as may be seen from the following table IX. 


TABLE IX 

Details of the Advances to Small Scale Industries from 

hanking resources. 


Outstand- 

Advance 

Advance 

ings at the 

to 

to all 

end of 

S.S,I, 

Indents 

1 

2 

3 

Dec. 1960 

27.54 

538.58 

» 1961 

32,08 

640.99 

» 1962 

39.44 

893.96 

M 1963 

47.72 

1072.53 

Mar. 1965 

73.83 

1246.20 

,, 1966 

90.76 

1470.97 

„ 1967 

178.55 

1747.93 


R$. in crores 


Total 

Col, 2 as 

Col. 2 as 

Bank 

percentage 

% of 

Credit 

of Col, 3 

Col, 4 

4 

5 

. 6 

1100.04 

5A 

2.5 

1227.70 

5.0 

2.5 

1610.70 

4.4 

2.4 

1864.75 

4.4 

2.6 

2094.74 

5.9 

3.5 

2346.80 

6.2 

3.9 

2717.25 

10.2 

6.6 


dated^l 8 ? 7 ?lV 69 ^^*^^^** table published in Economic Times 


a 
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It would appear from the above table that the financial 
assistance through commercial banks was meagrely available to this 
sub-sector, the major funds of the commercial banks being largely 
utilized for advances to large industry and trade and commerce. 
The government now have got a hold over 6/7th of the total 
banking resources which are likely to be diverted more vigorou- 
sly also for the development of this sector. 


The small scale industries sector has been availing of the 
credit facilities from various sources, agencies and governmental ins- 
titutions including the Stale Directorates of Industries, the 
State Financial Corporations, Small Scale Industries Corporation 
Ltd., State Industrial Development Corporations and the State 
Bank of India through its scheme for small scale industries. Besides 
the availability of the ample financial resources to provide credit 
facilities to this sub-sector of the economy, itsdevelopment has 
remained lop-sided for lack of nationalization of domestic savings, 
appropriate climate for investment and absence of entrepreneur- 
ship and enterprise among the masses. The banking assistance shall 
be useful only if the above conditions are fully met. 


Large Scale Industries and the long term financial 
institutions. 


Commercial Banks have remained the important source 
of providing rapid industrial finance before and after independence 
to the large scale industries sector in India, With the nationalN 
zation of banks, it is likely that assistance to larger industries from 
this source need not become scarcer for the reasons apparent m 
the objectives of the nationalization of the banks. Also long term 
credit to this sector is amply available through the various finaiicial 
institutions established for the purpose after independence. These 
include: the Industrial Financial Corporation of India (FCIJ in 
1948; State Financial Corporations (SFCs) 1950; the National 
Industrial Development Corporation Ltd. (NIDC) ^954; the 
Industrial Credit and Investment Corporation of India Ltd. 
1955. Refinance Corporation of Industry Ltd. (RU) ivas, 
Industrial Development Bank of India (IDBI) 1964. Ltfc 
Insurance Corporation of India (LIC) and Unit Trust of India 
(UTI) have also now started participating in industrial nnance. 


With the establishment of the above framework for the finan- 
cing of industries, there is no fear of inadequacy of financial 
assistance to the large scale industries sector. 


The financial assistance from the above sources is available to 
large scale industries in the shape of long tera loans m rupee 
currency, guarantee for deferred payments foreign curre^y loans, 
underwriting, direct subscription, etc. There is uniformity in the 
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terms or conditions, rate of interest, mode of amortization or re- 
payments for availing of the facilities from the above institutions. 
The trend in the pattern of assistance granted by these insititu- 
tioDS can be seen from the following table X : 


TABLE X 

(Rs. in crores) 


Major Financial 

Yearly disbursements 

institutions 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

IFCI 

20.5 

20.1 

25.3 

31.2 

23.9 

ICICI 

11.4 

16.9 

19.9 

22.6 

20.4 

IDBI 

11.0 

18.7 

35 6 

49.8 

41.6 

SFCs 

13-8 

14.2 

18.3 

18.2 

16.2 

SIDCs 

— 

1.3 

1.4 

2.5 

2.1 

Grand total 

57.7 

71.2 

100.2 

124.3 

104.2 


Source : Annual Reports of IDBl for 1963- 
64, 1964-65, 1965-66, 1966-67 and 
1967-68. 


If a comparison is made of the above institutional financial 
assistance with the commercial banking credit advanced to the 
large scale industries, it would be revealed that as against the com- 
mercial assistance, the institutional assistance stands at quite 
low level. This can be depicted from the data analysed in the 
Table XI : 

TABLE XI 

Total Advances to Large Scale Industries by Scheduled Banks 
during Plan periods. (In crores of Rs.) 


Industry 


First Plan 


Second Plan 


Third Plan 
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Source : Above calculations are based on table IX.— page 
169/170 — Statistical© utlines of Indian Economy by 
V.G. Kulkarni of Financial Express. 

Note : (a) includes dyes, drugs & pharmaceuticals 
(b) includes all others not mentioned 

The data shown as annual average rate of banking assistance to 
different industries confirms that it has always remained 10 times 
more than the assistance disbursed by the financial institutions to 
the large industrial sector. This leaves a big gap to be filled in by 
the (financial institutions for adequate commercial assistance to 
the large scale industrial sector. 


CHAPTER III 


PROBLEMS OF RURAL CREDIT 


Problems of Rnral Credit Vis«a«Vis Nationalization 

The final recommendations of the All India Rural Credit 
Review Committee, made public immediately following the nation- 
alization of the country’s 14 major banks, include the reorganis- 
ation of rural credit by the Reserve Bank through establishment 
of Agricultural Credit Board, assigning a bigger role to the Agricul- 
tural Refinance Corporation, setting up a Small Farmers' Develop- 
ment Agencies in selected districts and creating a Rural Electrific- 
ation Corporation to benefit under-developed areas with agricultural 
potentials. Besides, the Committee have, inter alia, defined the 
role of commercial banks in meeting the growing demand for the 
rural credit. 

Vicious Circle of Rnral Backwardness 

It is expected that with the nationalization of the major 

•commercial banks and in view of the proposed branch expansion 

programme to be undertaken by these banks in rural areas, a 

permanent solution might be found to the problems of rural 

credit. If this is done the rural economy shall be pulled out 

from the ‘vicious circle of backwardness* and pushed ahead on the 

path of prosperity, f.e., the attainment of higher rate of savings, 

higher rate of investment in agriculture and village industries, 

mcreased national output, fuller employment, raised per capita 

income, and larger share of the national income for the rural 
economy. 

fast i*'® however, an easy 

ifrnhia economy raises diverse 

“m ''® "“P®^® ‘''® peo'ess of rapid econo- 

of banSrhuMh™ simply with nationalization 

Sh howv^r ’dn and demand solutions 

Committee ‘'’® '®P°‘'‘ ‘''® Review 

Demand & Supply of Rural Credit 

with S'® P^°'’‘e“s highlighted hy nationalization are co-related 

and supply of the rural credit, its rep^ment and 
proper utilization and with the study of the impact of credit 
facilities upon the processes of village ee^omfe devTpLl 
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, , propose here lo make an attempt to analyse these pro- 

blems in the light of the proposed working of the nationalised banks 
in rural areas, with a view to evolve workable solutions to these 
problems which could perhaps be of some guidance to achiev- 
ing the objectives officially laid down for the nationalization of 
the banks. 

It is a matter of routine that the handling of the demand and 
supply of the funds is the sole determinant of the efficiency and 
successful working of the banking industry. But in the sphere of 
rural credit the demand and supply of funds is accompanied by 
a number of problems. On the demand side, for example, rural 
credit comes from different parties, for different amounts, for 
different periods and f ^r dilferent purposes. Nevertheless, it is 
interesting to note that Keynes’ Theory of Liquidity Preference, from 
the viewpoint of the demand for rural credit, does not hold good 
in rural economy. However, the transactions and precautionary 
motives have different value, the transaction motive being seasonal 
while the precautionary motive being connected with the hoarding 
of gold and silver. 

Problems on the Demand Side 

Irrespective of the above fact, the demand for rural credit 
in village areas is always there. It exists in three forms, viz., (i) 
short term loans for meeting small requirements like fodder to 
cattle, etc. (ii) medium term loans for purchasing seeds, cattle, 
fertilisers, etc. ; and (iii) long term loans for acquiring tractors and 
other agricultural machinery, equipments, land, building construc- 
tion, etc. The aggregate demand i.e. the total sum of these demands 
in the rural areas is usually inadequate to give sufficient business 
from a short run view for the banking industry in villages. There* 
fore, the immediate problem that may be encountered, as soon as 
the banking industry enters into the rural credit field, is to create 
an effective demand for the investible funds at the disposal of the 
banks. 

Suggestions to Solve the Problem 

Solution to the above problem, in short run, is difficult, as 
with the conspicuous absence of the banking system from the rural 
scene, the rural economy even today stands semimonetized not 
providing sufficient incentive to villagers to adopt banking habits. 
The village industries are still in their primitive stage. The inex- 
perience of the village people in modern techniques and practices 
of production and lack of knowledge in the use of machinery are 
common features of an Indian village. The adoption of proper 
sales management is also yet confined to city environments. These 
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are only some of the hindrances to village industrial development. 

The rural economy can not develop at a speed necessary to gener- 
ate a prompt demand for funds from the banking industry. These 

difficulties, of whatever magnitude and intensity, have to be over- 
come, if rapid village economic development is to be obtained. 

Under the circumstances, two suggestions can be made to 
create an effective demand for banking funds in the village areas. 
First, the Reserve IBank should immediately undertake a massive 
propaganda campaign in the villages to educate the villagers that 
the Goverment plans to open banks for them soon and every 
village must prepare an estimate of its credit requirements for 
expansion and intensihcation of farming, with modern farm 
machinery, equipments, pumping sets, etc. and also assess other 
demands for credit for personal and domestic purposes. This 
propaganda should include the services of banks in different forms 
viz., acceptance of deposits, locker facilities, etc. which the banks 
would offer to villages. This work should be handled by a team of 
qualified and trained persons who can tour the villages and discuss 
the problems of villagers in respect of credit requirements, well 
in advance, and give suggestions for necessary guidance in the 
working of the nationalised banks. 

Secondly, the government should give incentive in all possible 
forms to small entrepreneurs to establish their enterprises in the 
vicinity of the villages. 

The above measures might solve the problem of creating 
demand for investible funds but the chain of problems is still 
moving on. 

Supposing for the argument’s sake that an effective demand 
for funds from banks is created and the credit changes hands from 
banks to borrowers. What shall be the effect of this change ? 
Naturally, it will result in the credit expansion i.e. the increased 
demand for farming inputs, the inputs for small scale village 
industries and also for the consumer goods. The markets for 
these commodities shall be over-flooded by the demand and in the 
absence of the adequate supply inflationary conditions shall again, 
tend to expand black marketing and check the rapid economic 
prosperity of the villages ; the profiteers shall turn iron into silver 
and the small farmer shall still suffer. 


. I can presume that the objective of the All India Rural Credit 
Review Committee ^hind their suggestion for the establishment of 
the Small Farmers Development Agencies may be an answer, in the 
above circumstances, to the problems of the small farmer. But 

requirements of all the 
farmers and the problem in general may remain unsolved. How* 
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regards black-marketing in inputs as referred to in the 
above paragraph the banks can check it to some extent by adopine 

measures, VIZ. disbursing leans to cooperative societies formed by 

on IhTfTrm? agricultural machinery for their own use 


not of demand for consumers’ goods shall 

e^^lhrch- local market is ensured by 

establishing the small scale industries in the village areas. There- 

lore, the establishment of these industries in villages should be 
a preco^ndition to the village economic development. These indus- 
tries shall provide avenues to job labour that becomes 

spare m the process of modernization of agriculture. The role of 

the banks to give incentive to these industries is required to be 
redetined and a phased programme for implementation to solve 
inese problems in the long run adequately evolved. 

1^‘oblems od the Supply Side 


On the supply side, under the postulates, with given avail- 
ability of credit in different rural areas on competitive terms and 
cheaper cost with flexibility in thinnings of loan amounts, conditions 
of repayment and other terms to the convenience of the borrower, 
a large number of problems have emerged, maybe of academic 
at the moment, but of significance from the point of 
efficient running of the nationalised banks. These problems are 
as under : 


(i) How shall the banks function in rural areas covering 
every village, if branch inauguration in all the 5.67 lakh 
villages is ruled out ? 

(ii) How shall the banks face the illiterate lot of peasantry 
and viliageraen to conduct their business in the interest 
of village community simultaneously assuring operation- 
al efficiency and profitability in their working results ? 

(iii) How shall the feasibility of projected margin of security 
be watched in new conditions avoiding delay and bureau- 
cratic red-tapism ? 

(iv) How shall the repayment capacity of the farmer be 
judged when the mortgage of assets is sentimentally 
unsuitable to him for fear of contempt in society ? 


(v) How shall the banks render social justice when the 
uniform set of interest in lending is not capable of giving 
due incentive to poor farmers and small creditors. 
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Answers to above Problems 

The above problems are of great practical natur.* from the 
point of view of a judicious solution to be evolved to ensure the 
supply of rural credit in village areas, to the convenience ot the 
village folk and conductive to economic development. Here an 
attempt has been made to trace out the guidelines for solution 
of the above problems. 

Banking Service through Mobile Banks 

It is not possible to open a branch in every village throughout 
the country for reasons of inadequate means of transportation and 
■communications, lack of satisfactory business opportunities, unwil- 
lingness of the staif to shift to villages isolated from cities and 
-bereft of civic amenities, absence of protective measures to guard 
the assets and properties of the bank and the employees, etc. Under 
these circumstances it may be useful to suggest that bank offices 
■can be located in the Tehsils and Thanas and Mobile Bank Services 
oan be started on the pattern adopted in Indonesia for its villages. 
These mobile banks shall tour villages twice a week with a stay of 
two hours in each village. In this way one mobile bank shall visit 
within a week nine villages and in a day three villages respectively. 
£ach Mobile Bank shall have some staff— two clerks of 
unequal rank, one guard and a driver. The idea of offering the 
Mobile Bank services for two days a week in every village is to 
provide maximum facilities to villagers to withdraw from and 
deposit the money in the savings fund account or to borrow money 
by putting an application on the first day and drawing money on 
the next. To assure satisfactory working of the Mobile Bank sys- 
tem, the Principal Officer incharge of the Mobile Bank shall tour 
the villages occasionally and discuss the problems of rural credit 
with the villagers to accord them full satisfaction of the facility. 

Security for loans 

Illiteracy of farmers and villagemen in the rural areas shall 
afifect the working of the banks in two ways i.e. while withdrawing 
money from savings funds and/or borrowing for productive and 
unproductive purposes from the banks against security of persons 
•or property. This requires services of honest staff in the first 
instance. For operating savings funds a/c the photograph of the 
account holder and his thumb impression can be placed with the 
teller counter to identify the person. In cases where farmers are 
iterate cheque books can be issued. For borrowing facilities 
■a system can be evolved that the borrower for the short term 
■can fill up the requisite application form referring his Savings Fund 
•a/c number for personal identification and gel necessary sureties who 
-^re also the bank or members of a recognised Cooperative Credit 
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Society or the members of the Panchayat or other executives suit 
mg the conrenience of the borrower. For other tvnes of lo»r. ’ 
peasants and vHIagemen be asked to visit tlie Bank office at Tehsii 
or Than^a Sub-Headquarlers and do the needful there In this wal 
he problem of villagers’ illiteracy can be overcome so fa LThe 
transactions of the banks are concerned. 

Aim subject to the vagaries of nature. It will be 

bfmade Frn P^^^i^ction but estimates can 

be made. From this angle it requires an absolutely flexible a ooroach 

undT^For V borrower he 

funds. For this purpose the criteria should be to ascertain and 

utfns^^ nn required and watch their proper 

tapism invariably check delays and red- 


regards the security for the loans to be advanced, it is 
difficult to follow any rigid principle for accounting the margin 
for security. The assets of the farmers include livestock, the shelter 
the bullock carl and traditional agricultural tools and equipments— 
all having meagre value. The security of their tangible assets do 
not form a proper security. The idea of collateral security 
js also not understandable in village conditions. Therefore, 
the forms of collective security (requiring others to act as sureties 
for loan) or issue of joint bonds by a group of borrowers under 
which each of them shall receive a separate loan and shall be 
responsible jointly or severally for the whole amount of the loan 
or by binding a cooperative society, can be very well relied upoa 
as under these forms of security the risk of the non-payment 
or default in the payment of the loan or interest is mini- 
mized to a great extent. Besides, the bank shall have to procure 
knowledge and be in touch with the villagers, co-operative societies, 
Panchayats or other local bodies, each watching its own interest by 
watching its debtors. In certain circumstances when the request 
for loan is for short-term or medium-term, the banks can also accept 
gold or silver ornaments from villagers as security in the shape of 
pawnee and can extend the chances of their functioning as pawn 
sliops on the lines of indigenous moneylenders where risk in repay- 
ment is limited to the fullest extent. 

The acceptance* of security in any of the forms suggest- 
ed above shall be equally preferred by the farmers as they will be 
spared of social humiliation they might have to be put to by mort- 
gaging their tangible assets. 

The sole aim of making available the credit facilities to villa- 
gers is to cause an increase in production by effecting improvement 
in the means of production. The rate of interest to be charged 
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^>y the banks should be fixed on the basis of probable increase in 
oroductivity through acquiring and putting in new methods of pro- 
ductiou for which loan has been disbursed. For this purpose the 
discriminatory rate of interest shall have to be charged (a full des- 
cription of the theory propounded by the author may be found in 
article entitled : “Problems of Industrial Finance— Plea for a 
•discriminatory rate of interest”, published in Southern Economist, 
15th March, 1969) i.e. lesser the amount[for loan, smaller the period, 
lower the rate of interest and vice-versa, depending upon the 
increase in productivity caused by the loan. 

Repayments 

The problems related to the repayment of the loans can be 
solved if a systemraatic amortization for different term loans in half- 
yearly seasonal instalments suiting to the farmer’s repaying capa- 
city is followed. In view of the illiteracy and villager’s ignorance of 
banking procedures, the banks shall have to ensure reliability of 
the loanees, proper procedures, strict control upon staff to handle 
the repayment of the loans to avoid any mis-appropriation. 
Possibilities may have to be explored to include in the mode 
of payment such means of the postal orders, issue of 
cheques on Savings Fund A/cs or payment through Cooperative 
Credit or Industrial societies, or the institutions like Food Corpo- 
ration of India, etc. of which the farmer-borrower is a bonatide 
member or customer, as the case may be. 

In this connection, the role of the cooperative societies is 
required to be redefined. If the nationalised banks make it a 
principle to deal with small farmers through authorised cooper- 
ative societies, the cooperative movement can be given a new 
stimulus and life. It shall also facilitate the bankers* dealings with 
the small farmers. Such cooperative societies should not include 
more than 15 to 20 persons for their smooth running and proper 
functioning. Every member of the cooperative society shall have 
the Savings Fund A/c, unconcerned with the membership of the 
society in his individual name and shall operate it as an independent 
customer of the bank but for the purposes of borrowing loan from 
banks, and for repaying the amounts of loans, he will be recognised 
through his Cooperative Society. The liability of the membership 
of such societies shall be unlimited to reduce the risk of lending by 
the banks ; there shall be provision for effective joint sureties as 
security to the bank, to make repayment punctual and to promote 
thrift among villagers. Such societies shall have borrowing worthi- 
ness, honesty and internal check on the need and uses of the loaned 
amounts. 

tJtilization of loans 

But for watching the proper utilisation of the loan amount by 
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the villagers, the bank should not have to depend wholly on the 
cooperatives : they will have to mobilise their own efforts. For this 
purpose the bank shall have to make micro as well as macro analy- 
sis of the cost of credit and increase in the productivity of an indivi- 
dual customer and in the productivity of the total sum of farmers 
cranted bank loans, and other facilities. Side by side the bank can 
also assess their own working by accounting rural credit out of the 
deposits from rural areas and the transfer of other funds. 

However in the end it will be suggested that with the nationa- 
lization ofthe'banks and mobilization of banking resources into 
rural economy, the problems of rural credit arc to be watched very 
carefully to assure maximum advantage and attain rapid economic 
pro<’ress. For this purpose, the All India Rural Credit Review 
Committee shall have to work annually to evaluate the progress, 
give suggestions and provide prompt attention to emergent rural 

credit problems. 

Plea for a supervised credit scheme 

The need for expansion of credit facilities in rural areas is 
innrr established. “Green revolution” in villages can not acclaim 
success until it is shared by the mass peasantry. The plieht of the 
maioritvofthe poor farmers is still miserable as the .nadequa e 
ava^ilabilitv of resources impedes their enthusiasm to contribute 
fheir m te'in the ‘Green Revolution’ ; they cannot acquire modern 
JmAeSentr apply modern techniques and comb.ne better 
inouts in farm production, to create a cumulative effect of 
increased farm productivity upon their income, status and standard 
of livinv. This need has been recognised by the Government from 
time to^time but no concrete step has been taken so far in this 

direction. 

Small Farmers’ Development Agencies 

The nationalization of the major commercial banks by the 
Government has aroused some hope to meet the requirements of 
rural credit through banking operations m village areas, through 
nlan framework under the policy direciions and supervision of 
rirGorn^nt. \ll India'’Rur^l Cmdit Review Committee has 

STf SmaU FTmers" DevdopmlW Agencies in selected areas. 

These Agencies shall help the Agencies” for 

bringmrto"t'h'°"n>ail^f"™=r 'be supply of the 

to accelerate the process of economic development of the villages. 


The objectives laid down in the nationalization of banks 
and as contained in the All India Rural Credit Review Committee’s 
report in respect of the Small Farmers* Development Agencies are 
very much inspiring but ultimately it is the mode to be followed 
to extend facilities to the farmers that shall determine the success 
of the scheme. From the current trend of the government attitude, 
it is, however, learnt that Small Farmers’ Development Agency is 
being assigned an important role. It shall discharge various res* 
ponsibilities, viz., identifying the small potentially viable farmer, 
provide him credit, input and farm services, to enable him to pass 
through the stage of subsistence farming to commercial farming. 
The Agency shall work through existing institutions and local 

authorities but it shall take all or some of the development tasks, 
if necessary. It shall provide financial grants to Central Cooperative 
Banks, Agricultural Credit Cooperative Banks, Agricultural Credit 
Cooperative Societies and Cooperative Land Development Banks 
in the areas as an incentive for financing small farmers and help 
them to build up special funds for covering contingent risks. In 
the first instance the Government shall establish the Agency * as a 
pilot project in selected districts in the country and the success 
achieved and experience drawn therefrom shall be used to formu- 
late comprehensive schemes for general adoption in subseauenl 
plans. ^ 

The role of the Small Farmers* Development Agency seems to 
be parallel to that of Community Development Scheme and there is 
likelihood of carrying out overlapping activities. 


„ . Development Project was started as a pilot 

project m 1951 and was subsequently adopted as an important 
pr^ogramme j^or rural development in the Plans. But the decree 
the^aS!?.? f in the work of Community Development and 
fantaftfraiil incurred in the programmes, has proved 

denl(fTn tr. and does not inspire to repose confi- 

ence in the existing modes of implementing the programmes of 

SsTomt^r^^ Therefore, %o oK concrete 

fure^B Agencies or the nationalized banking struc- 

requirement for the success of the developmental 
S ® *rV***age areas is the human factor whose contrihn 

adon elicited and associated through initiative and coooer* 
been 'deTelL?H"‘ ®elf initiative and cooperation has not so^fo^ 

owbg "^Peeially the poor onS 

owing to their physical and mental inadequacies arisinrout of 
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ignorance, illiteracy and lack of proper reasoning and also partly 
due to the presence ofhesiiation and inertia. For these reasons, 
the farmers have remained unable to do their individual planning 
in farm production, setting budget estimates, procuring resources 
to implement the plan and assess the achievements of their efforts 
on productivity, yield and family betterment. These existing cir- 
cumstances reflect indirectly the ineflBcient working of the Commu- 
nity Development Programme. 

linked on these experiences, it is doubtful if the proposed 
establishment of the Small Farmers* Development Agency and other 
rural credit expan^iou programmes shall achieve the desired results. 
Therefore, efforts ueed be made to follow a course of action through 
which poor farmer could be inspired to take up individual plan- 
ning for his farm production and family betterment. For this, the 
farmer requires concentrated guidance and necessary supervision 
to master the task and feel confident and adopt subsequently an 
independent line of thinking and doing i.e. planning his own schem- 
es, implementing them and assessing the success derived therefrom. 


Supervised Credit Scheme 

Under these circumstances it is necessary that the Govern- 
ment should introduce the system of supervised credit and 
individual economic planning under a phased scheme for poo*” 
farmers which c.in invariably be associated with the proposed Small 
Farmers’ Development Agency’s activities. The scheme involves 
the mobilization of t’le services of educated persons with bent ot 
mind towards the national service, to procure social uplift and 
remove economic backwardness of the mass peasantry by helping 
them in the formulation and implemantation of farm 

plans and family betterment and to render necessary guidance and 

supervision in the implementation of these plans by pvlcfinf? 

cre'^dit facilities and other institutional help from the 
agencies. The supervisor’s task is not limited to far ^ f 
or procuring better living to the farmers but also to ^tr g g 
the transportation and marketing of tjje farmer s produce 
Structure of the proposed scheme can be higbli-»hted 
ing paragraphs : 

In the whole structure of the scheme is the 

Supervisor who shall be a man, educated and special y . 

The line of individual farmers’ 

plan formulation and shall belong to higher cadre 

He shall live in the village and in the first instance be mcharge 

sup^vising the economil planning and better living P[?Srammes of 

30-50 Lilies. He shall individually discuss the problems of the 

farmer and his family, assess the farmers ^ 

livingstandard, prepare a plan in collaboration with the farmer for 
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farm production and better living, set the budget estimates, 
procure necessary means for implementation viz , credit, agricul- 
tural inputs, modern farm service, assessment of the production 
and productivity of elforts, arrange for transport and market of 
the produce, repycraent of credit, deposit of surplus funds in the 
Bank and also to see that the farmer has spent the money as per 
family budget procuring the target fixed for improvement in living 
conditions by persuading the change of their rural-type backward 
habits. He will revolutionize the farmer’s family life with modern 
hvinghabits, in homely comforts, by getting the available modern 
means of belter living for him and his family. 


To achieve success in the above scheme, the personal qualities 
attitude, status, satisfactory employmeni conditions besidesiechnical 
competence of the Supervisor shall count a lot. To satisfy these 

requirements, he should be a man of the l.A.S. Cadre designed in 

the Indian Rural Service with all other facilities equally available 

of retired or retrenched army officers can be 

fficludmp ’n his small staff under him 

® f assistant-cum-stenographer with necessary office 
vTi conveyance with office-run-residence located in a 

hr -r ^ ^ families, the Supervisor shall in the 

after year take up 50 families to be looked 

tnTh-,? f families in farm production 

and bwiier tamily living shall be enough. For the next vear the 
Supervisor shall take 50 more families and shall look after 00 

After a village is fully developed uX the 

tisn; ss. t 

erXuv;™^ k- and Mexico the system of supervised 

iSglSiflresa 
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selected areas where personnel and resources availability require* 
ments were fulfilled. 

The above difficulties might not be faced in India. Commu- 
nity Development Blocks scattered throughout the villages in the 
country can be properly utilised. The services of the Block Deve- 
lopment Officers in this regard can be in the first instance tried. 
The idea should be that the competent men should take the respon- 
sibility in a most challenging way to make the scheme a success. 
After the problem of personnel requirement is solved, the cost of 
the supervisory system can be met by the farmers out of their 
increased productivity and yields which can be raised through some 
tax or fee as may be more convincing and suits to the convenience 
of both the taxpayer and the Government agency to collect the 
same. 

The Planning Commission can consider this aspect of plan- 
ning and devise the necessary framework to launch it in a phased 
Programme. 

The advantage of this scheme shall be immense. Besides the 
individual farmer’s economic prosperity being assured, the existing 
agencies meant for contributing resources for rural development 
shall render their active help ; the corrupt habits of getting undue 
money from farmers under undue influence of the traders shall 
stop; better use and coordination in different agencies shall be 
promoted through the efforts of the keyman. of the Supervised 
credit and individuals* economic planning schemes. The Supervisor 
in his spare time can guide by participating in Panchayali Raj 
institutions and other activities of the Block to give his practical 
suggestions and watch their success in reviving the economic life id 
the villages. 

Prospects for Roral Money Market 

In India's rural economy, money market has remained conspi- 
cuously absent. The indigenous money lenders have met more 
than three-fourths of the money demaned of the villages. It was 
only in the current decade that the cooperative credit 
the villages have slowly and steadily entered into the neld. oliU 
the monopolistic powers in supply of money to villagers are retain- 
ed and exercised by the money lenders, The rate of interest being 
charged by them ranges between 4.5% lo 40% inclusive of com- 
pound interest as against the rate of 7 to 11% charged by the 
Government credit societies There has always remained a supply 
and demand disequilibrium in favour of the money-lenders charg- 
ing high prices for their money-lending operations, 
between the excess demand for credit in rural areas could not DC 
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matched by proportionate credit supply through other institutional' 
arrangements except the money lenders. 

A reciprocity is being observed in rural conditions reflected 
H rendering the village econotnv 

I Will say money market could 

n?rli I" because of the backwardness of the 

'^3'’ been claimed as a non-raonetized 
sector, the role of money being played by real commodities. 

There can be. however, no denial of the fact that selline 

(lending) of money in rural economy at I 
wrtain price (interest rate) determined under the monopolistic 
coitions was circumscribed by sheer opportunity rather than esta- 
blished in the shape of a money market, owing to lack of oreanised 
banking system m the village economy and the absence of special! 

bill-market, bond market. calMoan market 
onerar-'^^ country as a whole. Besides, there remained limited 
operation of monetary policy in village conditions owing tounsenci 

l7v 'be rural economy.^be mobi- 

S^C'htX""" 

^fJuXTSikt 

and rendered the miserable state of affairs to exist! P^^tations 

7,?'/ c'X«iU“<3i“'sS'° 

aranteed by the resnectiv^ Mortgage banks gu- 

operative movement is not h ™bere the Co- 

of India grants loans to ^ the Reserve Bank 

and promissory notes fully guaranteed hi *^'bs. 

rnments. Further the “ the respective State Gove- 

tive Banks were also made a par” of the Sn 'vt“ v° ‘J’l ^‘’“Pera- 
Banks a. concessional rate^hKe^TheU'^^^^^^^^^^ 
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Bcsiucb, luc Reserve Bank took various steps to strengthen or 
streamline ihe agricultural Onancing procedures, right, from esta- 
blishing the National AgricuUural Credit (Long Term Operations) 
Fund, National Agricultural Credit (Stabiliiation) Fund, Agricul- 
tural Refinance Corporation and also by issuing policy directives 
to the Slate Bank of India and other commercial banks from lime 
to time. 


In spite of all the above clTorts, the rural economy, by and 
large, has remained stagnant for the reason that monetary planning 
was confined to ihe higher leveK and it never descended on the 
farm land to work before their eyes, to make them understand of 
its importance, to inspire them to participate in it and contribute 
their efforts to its progress. 

Now, the farmers are at the advent of prosperity. The ‘green 
revolution’ is knocking at their doors with silver bowls full of 
grain and gold coins. The farmers who have met this fortune are 
happv and in this happiness they have lost the sense of proper use 
of their money. This happiness has resulted into vulgar display 
of money, carrying all the vices which are ‘don’ts’ for a prosper- 
ous ideal living. This money is not being used for productive 
purposes. Rather the Adam Smith’s ‘Wcallli of Nations is 
lost in extravacan :e and prodigality. Nearly 16 to 20% 
national incom'e is beina estimated in the hands of the farmers who 
have to be taught the proper use of this money through deposit 
mobilization and opening new investment channels. 


The recent experiences of the Land Development Banks in 

raising their resources from firmers through rural debentures^ art 

very much discouraging. The Loan raised is only 1 erore oi 
rupees while the lendma operations are of the order ot KS. lo 
crore per annum The farmers are reluctant to invest their surP' 
money in rural debentures for the reason that the rate o i 
in the money lender's market is quite high and he enjoys that high 
rate by lendinu money working as a money lender. 
circumstanees.with the nationalization of banks, better prospects 

can be visualised for the rooting out of ihe 

conditions on high rates of interest in villages, ^nd mobilize th 

rural surplus through bank deposits in f 

development of rural economy and thus meet the broad socia 

objectives. 

The above goal can be achieved 
rural monev market where it will be possible to Provide bank g 
facilities at the doors of villascrs and cultivate in them the bai . 
haw . t^mobilize the surplus money they possess -to -veso 

Channels, to increase the liquidity Of money which lies with their 
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hoards or is spent away on drinks or gambling, supply at compe- 
titive marketable rates investible funds for capital formation, to 
raise productive potentials of farmers in farm production and 
small village industries, trade and commerce in villages and 
maximizing the advantages of all individuals in the society. 


To develop the rural money market the contribution of the 
various institutions shall have to be solicited. Besides nationalized 
and cooperative banks and the Cooperative Societies the role of 
Post Office, Life Insurance Corporation; Food Corporation of India, 
Small Farmers Development Agencies shall have to be re-defined. 
These institutions shall work in such a way that they can mobilize 

the surplus funds from the villages at the maximum possible. As 
regards, Life Insurance Corporation, the roaring chances for 
bussiness arc to sell the Life Insurance to farmers. The Foodi 
Corporation, can very well, while making payment to the farmers 

loL can give some amount in cash or 

f or securities which bear interest and can 

be cashed by farmers any time they wanted. This will put a check 
on their spendings and at the same time cultivate frugality in them 
Similarly the Small Farmers’ Development Agency pfoposed to 
opened m villages can accept advance payment f om he firmer 
for rendering farm services of inpuis at the cropp^nrseasor 

that the rural money market shall develop. 




CHAPTER IV 

NATIONALIZED BANKS AND THE COOPERATIVE 

MOVEMENT 


In the democratic planning designed to achieve socialist 
pattern of economy for the nation, the cooperative movement plays 
a signihcant role to bring about decentralization in productive 
units, both agriculture and industry, with all possible advantages of 
scale of production and organisation, conforming to the principles 
business management, not simply as a profiteering association 
but inspired by service motive, and resulting in economical 
working. 

To achieve economic development of the country's number- 
less villages, importance of cooperative movement has been recog- 
nised by the Government from time to lime. Before and after 
independence, various efforts have been made in this respect at 
government level with a view to make the cooperative movement a 
prime factor in economic development. Attempts have been made 
to inspire initiative and enterprise in the rural inhabitants and to 
make them adopt and assimilate the spirit of cooperation in every 
walk of life— economic and social. 


A Beginning of the Cooperative effort 

The beginning of this effort was made initially by sponsoring 
mutual association of people. Subsequently, the Cooperative 
Credit Societies Act. 1904 was enforced to spread the movement. 
This Act was amended in 19 12 to permit societies doing businesses 
other than the loaning of credits. But the Cooperative movement 
in spile of all these measures has failed in India 
“by the All India Rural Credii Survey Committee of I95I-5/. 

Ever since the recommendations of the All India Rural Credit 
■Survey Committee, strenuous efforts have been made 
to retrieve the cooperative movement throughout 
especially in rural areas. Great importance . p- 

enliven and to speed up the cooperative movement "^^er the Five 
Year Plans envisaging the planned rural economic ; 

But. again, it could not make much headway “Jg 

lack of banking and credit facilities in the 

interim report as well as in a recent report of the All lr^d^ ^ 

Credit Survey Review Committee a great stress b«n laid upo^^^ 

the mobilization of banking facilities to villages for rapid develop 
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ment of the rural economy. With this end in view, nationalization 
of the 14 major commercial banks provides new prospects for the 
cooperative movement in the country. This is a constructive step, 
the Government has taken to bring about social change — to discour- 
age concentration of wealth in few hands, to mobilize credit resou- 
rces to priority sectors — agriculture as well as small scale industries 
— ensure equitable distribution of productive resources and wealth 
for regional development of under*doveloped regions, and genera- 
ally to establish the long-delayed socialist pattern of the economyi 
In this way the atiainment of a comprehensive economic idevclop- 
ment throughout the nation seems to have been the guiding factor 
with the Government to the new policy for the banking sector. 
But all this optimism shall depend upon the spirit with which the 
movement of cooperation is to be ushered in the villages. 

Achievements : 

The achievements made so far during the plan periods in the 

field of cooperative movement can be seen at a glance from Tables 

XII and XIII given below : 


Table XU — All-India Trend of Progress : All Types of 

Cooperative Societies. 



At the beginning of the : 


First Second Third 

*tems. Plan Plan Plan 1964-65 

(1950-51) (1955-56) (1960-61) 


1. 

Number of Coopera- 
tive Societies (in lacs) 

1.8 

2 . 

Number of member- 



ship of Primary So- 
cieties (m laci) 

137 

3. 

Share Capital (Rs. in 



crorcb) 

45 


2.4 

33 

3.5 

176 

342 

486 

77 

222 

400 

469 

1312 

2460 


4. Working Capital (Rs. 
in crores) 276 


(Source: Report 1967*68: Department of Cooperation 

Govt, of India) 
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Tabic XIK- 


All-India Trend of Progress : Agricultural 
Credit Cooperative Societies, 

At the beginning of the : 


Items 


First Second Third 1965-66 
Plan Plan Plan 

(1950-51) (1955-56) (1960-61) 


1966. 

67 


Short & Medium Term Loan 


1. 

No. of Societies (lacs) 

1.05 

1.60 

2.12 

1.94 

1.81 


% coverage of villages 

N.A. 

N.A. 

75 

90 


3. 

No. of membership 
(lacs) 

44.08 

77.91 

rn.4i 

266.23 

272.21 

4. 

% of population cove- 
rage 





• 


(a) Villagers 

(b) Farmers (estimat- 

7 

12 

24 

33 

35 


ed) 

9 

15 

30 

42 

43 

5. 

Average Membership 
of each society 

45 

49 

80 

137 

150 

6. 

Paid up Capital (Rs. 
in croresl 







(a) Total : 

7.61 

16.80 

.57.75 

116.24 

128.08 


(b) Government 

N.A. 

0.58 

5.71 

10.67 

11.53 

7. 

Deposits (Rs. incrores) 

4.28 

7.04 

14.59 

35.32 

45.99 

8. 

Working Capital : 

37.25 

79.10 

273.92 

550.40 

600.51 


The achievements of the cooperative movement were meagre 
during the first plan period as may be observed from the above 
Tables. During the First Five Year Plan no integrated programme 
for the development of the Cooperative movement was pursued. 
But during the Second Plan, on receipt of the recommendations 
of the All-India Rural Credit Survey Committee of 1951-52. an 
attractive and coordinated programme of cooperative development 
was prepared and launched. This programme envisages stress on 
three aspects, viz. extending the scope of activities of the coopera- 
tive movement beyond credit i. e. to include cooperative farming: 
bringing every family in a village under the membership of at least 
one cooperative society; and making every family in the village 
creditworthy. 


Steady and Slow Progress 

The above efforts resulted in a steady and slow progress of 
cooperation, but its coverage has so far remained limited to 40% 
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families in the villages. Now, again an ambitious programme has 
been drawn up in the thesis of the Fourth Five Year Plan to extend 
its coverage to 75% of the families. Further, within the village 
community, there are sections of the population who need special 
help; cooperative movement shall endeavour to meet this require- 
ment and discharge its obligations towards all the families in vil- 
lage community and help in bringing the development of land and 
other resources, and foster social services in common interest of 
villagers to reorganise rural economy. To put into reality the 
ambitions of the Fourth Plan and transform the village life into 
a cooperative structure entails vast requirements of credit. The 
present net-work of credit facilities through cooperative banks and 
land mortgage banks in village areas has not been able to meet 
the needs of the situation as may be observed from the following 
Table XIV: 

Table XIV. 


At the beginning of the: 


Items 


1st Ilnd lllrd 

Plan Plan Plan 1965 66 1966-67 


I. STATE COOP. BANKS 

1 . 

2 . 


3. 

4. 
II. 

1. 

2 . 


3. 

4. 
III. 

1 . 


2. 


No. of Banks 

15 

24 

21 

■ 22 

23 

Paid, up Capital (Rs. in 
crores) 

(a) Total : 

1.58 

437 

18 24 

28 81 

31.16 

(b) Govt, contribution 

N.A. 

1.88 

6.46 

9.85 

N.A. 

Deposits (Rs. in crores) 

22.08 

36.67 

72.33 

146.68 

150.41 

Loans & Advances 

42.13 

67.86 

258.20 

475.73 

425.87 

CENTRAL COOP. BANKS : 
No. of Banks : 505 

478 

380 

346 

348 

Paid-up capital (Rs. in 
crores) 

(a) Total : 

4.04 

8.50 

37.93 

76 28 

86.24 

(b) Govt, contribution 

N.A. 

1.26 

1004 

19.26 

22.08 

Deposits (Rs. in crores) 

37.79 

55.71 

110.59 

236.91 

260.71 

Loans and advances 

82.83 

79.83 

350.91 

772.0i 

6^7.35 

LAND MORTGAGE BANKS 
No. of Banks 

(a> Central : 5 

(b) Primary : 286 

% 

• 

9 

302 

18 

464 

18 

673 

18 

714 

Loans & Advances (Rs. 
in crores) 

1.38 

2.86 

ll;62 

58.24 

60.32 
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Available Resources Inadeqaate 

The above Table shows that the resources at the disposal of 
the Cooperative movement m the rural areas are inadequate. The 

S. economy credits is estimated at 

to be met from the 
Cooperative banks in the rural areas. To 
satisfy tbis requirement, thorough reorganisation of cooperative 
ere It societies, is imperative and hence the recent step for the 
nationalization of major commercial banks. The new resources 
p us the resources of the State Bank of India and its subsidiaries 
would thus place an aggregate amount ofRs. 4,000 crores at the 
disposal of the Government which should be enough to finance 
the development programmes in the manner desired. These re- 
sources amount to 80% of the total banking resources of the coun- 
try. The success of the cooperative movement can very well be 
ensured if these resources are handled with due care by the villa- 
gers and the customers of the banks and are given through the 
agencies of the cooperative movement. The success of the scheme 
will depend upon the policies to be followed by the Reserve Bank 
of India towards different agencies working for and on behalf of 
the Government for the development of rural credit sector. 

Reserve Bank of India and Cooperative Movement 

The Reserve Bank of India, as the Central Bank of the coun- 
try, has been bolding full responsibility for the development of the 
credit facilities in rural areas ever since its inception in 1935. It 
makes the finances easily available for farming and allied agricul- 
tural activities by advancing to Cooperative Banks, Land Mortgage 
Banks and for giving rediscounting facilities to the commercial 
banks. For this purpose, the Reserve Bank of India has been 
maintainiiig an Agricultural Credit Department. Prior to (he inau- 
guration of the Reserve Bank of India, Central Government had 
appointed Sir Malcolm Darling to report on different rnaiiers con- 
nected with cooperative finance and to present his views on the 
constitution of Agricultural Credit Department. In his report 
which was received in January, 1935 it was opined that cooperative 
movement was the best agency of agricultural finance as it was 
capable of supplying credit facilities to the rural sector of the 
economy provided it was reconstituted and revitalised. Since then, 
the Cooperative movement has mustered some progress although at 
j>low pace and its contribution to the needs of credit of the village 
economy has increased from 3% to 40% in the form of the total 
borrowings of the cultivators. This was reported by the Commi- 
ttee of Directions of the All India Rural Credit Servey of 1951-52 
ID its report published in December, 1954. 
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For enlarging banking facilities and in helping to divert a 
larger flow of credit to the rural sector, the main recommendations 
made by Rural Banking Enquiry Committee, the Informal Con- 
ferences and the All India Rural Credit Survey Committee, inter 
alia, included : (1) Extension of the activities by cooperative banks 
beyond towns to villages and by commercial banks from bigger to 
smaller towns (ii) Extension of network of branches by the Impe- 
rial Bank of India (now State Bank of India) beyond banking 
treasuries to non-banking treasuries, and (iii) the opening of the 
office in headquarters of the major states by the Reserve Bank of 
India. 

In this way the Reserve Bank of India has been contributing 
a lot towards the revival of the Cooperative movement in the dis- 
charge of its sole responsibility for the promotion of cooperative 
movement and for provision of facilities for agricultural hnance. 
The Reserve Bank of India was empowered under the Act to pro- 
vide the State Cooperative Banks necessary credit facilities in the 
form of advances and rediscounts and as such the flow of facilities 
has been continued through various organised and reorganised sche- 
mes in which the State Bank of India had participated by opening 
its branches in semi rural areas. With all this emphasis, the Co- 
operative movement could not be accelerated as was contemplated. 

Banking Legislation ^ fS 

The Government was acquainted with the unsatisfactory 
progress of the Cooperative movement. To cause rapid promo- 
tion of the cooperative sector, it was necessary that- the cooperative 
banks should discharge their responsibiliiwNjnore efficiently and 
sincerely. With this end in view the cooperative hanks were 
brought under the purview of the banking law by fht ' Banktng* 
Laws (Application to Cooperative Societies) Act. 1965. This Act 
^me into effect from March, 1, 1966. By virtue of this legislation, 
some of the provisions of the Banking Regulations Act, 1949, 
relating to licensing of banks, maintenance of cash reserves and 
hquid assets, regulations of advances, issue of directions etc. also 
became applicable to cooperative banks and the vlountary inspec- 
tion of cooperative banks by the Reserve Bank of India was repla- 
AH statutory inspection under Banking Regulation Act. The 
AIMndia Rural Credit Review Committee was also set up by the 
Reserve Bank of India in July 1966 for reviewing the supply of 
rural credit. The final recommendations of this Committee were 
rwently published and have yet to be implemented. On the basis of 
me interim recommendations the social control over the commer- 
cial banks was imposed in February 1969 to divert the banking 
resources to the village economy, but no monumental progress was 
envisaged through this step. Hence, the nationalization of banks 
was resorted to by the Government to provide greater scope for 
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the promotion and progress ofihe Cooperative movement in the 
rural sector. But further progress in this behalf shall depend upon 
the monetary and credit control policies of the Reserve Bank ol 
India. 

Some Weaknesses and Cures 

Some basic weaknesses noted by the All-India Rural Credit 
Survey Review Committee in the Cooperative credit structure viz. 
high magnitude of overdues and inadequacy of owned resources, 
especially deposits, have yet to be diagnosed and removed for 
procuring operational efficiency of cooperative societies. Now 
this could be done easily through the nationalized banking services 
equipped to give good banking services in rural areas to the co- 
operaiivc societies and their members. Larger financial accommo- 
dation can be provided for marketing and processing purposes 
through the channels of nationalized banking sector through the 
cooperative societies. Facilitie. for conversion of short 
term loans into medium term loans through the Cooperative 
credit societies shall be made more convenient far the farmers, 
small scale industrial entrepreneurs and village tradesmen. Through 
the flow of resources and control upon the resources, it will be 
pos'‘ibIc to strengthen the Agricultural Credit Relief and Guaran- 
tee Fund of the State Governments and the Agricultural Credit 
Stabilization Fund of the Cooperative Banks. In this way the 
ambitions enlivened in the Fourth Plan can be fulfilled by 
increasing the capacity of the Cooperative credit structure conse- 
quent upon the nationalisation of banks. 

The role of the nationalized banks, therefore, stands to be 
re-defined so as to evolve a procedure which may facilitate the 
Cooperative movement in rural sector becoming a part of the 
banking transactions. This will in turn enable the Cooperative 
societies to become larger borrowers or depositors with these 
banks with members having their joint responsibilities; minimizing 
the risks and maintaining higher operational efficiency both of the 
banks and the societies. In this way the village community with 
80% of the country’s population shall stand reorganised through 
cooperation, an important feature of the proposed socialist pattern 

village economy. 
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CHAPTER V 

NATIONALIZED BANKS 
Added Responsibility of RBI 

The nationalized banks have to perform a new role in the 
rural economy of the nation. The development of villages from 
economic and social angles is the main responsibility of these 
banks by meeting the credit requirements of the villagers for 
purposes of farming and allied agricultural activities, small scale 
village industries and other ecnomic and social performances. This 
responsibility is to be discharged by these banks under the superv- 
^lon of the Reserve Bank of India— the sole guiding agency of the 
•uovt. of India, for the implementation of monetary plans. For 

thispurpose the reorganisation of the Agricultural Credit Departs 

ment of RBI to reshape its rural credit activities is being planned a- 
recommended by the All India Rural Credit Survey Review Com- 
mittee recently to enable RBI to conduct its role more systematic- 
ally and to accelerate the implementation of the objectives of the 

nationalization of the banks. 


and *!’“ above efforts being made to administer 

some delav in reorganised system of RBI. 

sotne delay in making available the bankine facilities to the villasers 

‘ ilh“?h"rerer‘^", --ing '.his delay c^n be linked 

urces with fh. / " I"*" instance, the available reso- 

th^sh^ne^f^ banks are blocked up for some lime in 

biKin.^? of loans and advances for different periods in industries 

exnhv ^r amortization or^epayments or " h,; 

romiL [ime*uS*°‘* 

second in”ance ?t wT," i° 'r In the 

plan the oDcn^nn r .i f P^r the Banks to decide and 
mobile . ^ the branches in rural areas or for operating the 

r e he"^ The absence of the presence of the blniJs 

rural surnhis ^a two shapes shall delay the mobilization of 

activities ^ in through bank deposits for productive 

inherent in^na*i! P’'°“‘P“''al delays are usually 

■hcTpe a "o^fTrok more complicated in 
siderabledekv in P?<=tors combined together shall cause con- 

takes can be curtailed if the RBI immediately 

i'over Its added responsibility besides its routine functions 
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which include, inter alia, the functions of the Central Bank and 
banker of (he Governruini to regulate currency and credit, and 
the operation of the instruments of general credit control as the 
ends and the means of the monetary policy. 

The added responsibilities of the RBI shall he reflected m the 
shape of control the RBI has to exercise, the policy directions it 
has to issue, the reconstruction plan it has to put before the banks 
for implemsQtaiion and achievemeni of the national objectives 
like the high level of employment, domestic and external monetary 
stability, and the proper adjustment between the supply of com- 
modities and the monetary demand of the people to mobilize the 
resources from non-productive purposes to productive activities 

for higher out put and maximizing management and labour 
skills. 

In the present circumstances when there is growing demand 
for modern agricultural in-ruis and the consumers’ goods, in the 
wake of arowmg emphasis for modernising the farm-production 
and village industrial activities and to raise the standard of living 
in the villages and towns, the responsibility of the Central Bank to 
foster a check upon inflationary tendencies and maintaining price 
stability can very well be appreciated. This can however, be 
achieved not simpl> through the monetary policy of the RBI or the 
fiscal measures or debt management policies ; a new approach is 
called for to redesign these measures in their totality vis-a-vis 
economic policies in general. 

The experiences of the State Bank of India are of important 
advantage for designing the set of banking activities in the rural 
sphere. But the pattern of the SB! cannot be followed in matters 
relating to rural credit as SBI has not succeeded in establishing 
itself, to the desired extent, for meeting the requirements of rural 
credit or to facilitate the rural credit expansion despite more than 
a decade's existence. 

For the success of the rural credit planned to be extended 
through the nationalised banking sector, the spheres necessitating 
new role for the RBI can be summarised as under : — 

(i) designing plans for the operation of the banks ; 

(ii) to supervise the performances of the nationalised banking 
sector in the rural field ; 

(iii) annual assessment of the implementation of the above 
plan in respect of every bank ; 

(iv) analysing the operations of the banks through the accre- 
dited rural credit research department for new devices and meas- 
ures to be suggested to tackle the difficulties and ensure success . 
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(t) close examinatioo of the accounts pertaining to the 
mobilized rural deposits in rural areas and flow of resources inside 
and outside this account to give an idea of self-sufficiency of rural 
surplus funds or deposits or its dependence upon other resources 
with a view to its striving for self-sufficiency ; 

(vi) to assure equitable distribution of rural credit amongst 
the village community and maintaining seasonal cycles through 
built-in flexible system of refinancing and rediscounting schemes ; 
watching and fostering the development of the Co-operative Sector 
in the rural economy by persuading the banks to give incentive 
to Co-operative movement and increasing dealings with them. 

The success of the nationalised banking sector shall lead to the 
success of the economic policies of the Government of India as far 
as the development of rural economy is concerned. But the imple- 
mentation of the nationalized banking programme shall take time 
and the threefold delay which can be perceived in the decision- 
making, implementation of the decision and the achievements can 
be avoided if the RBI takes the above steps immediately. The 
targets of growth rate put in the Fourth Plan cannot be achieved, 
as far as the contribution of rural economy is concerned, until and 
unless the nationalized banking sector starts its operations in the 
village areas under the able guidance of RBI in a phased program-- 
mc to show success, profitability and efficiency. 


1 



CHAPTER VI 


SOME CONDITIONS FOR SUCCESS 


For the success of nationalized banking conprehensive efforts 
are required to be made to make the operations of banks effective 
from the paint of diverting activities to the rural economy and to 
attend to the credit requirements of the priority sectors. For this 
angle, fallitmeat of some basic requirements will be necessary. 
These conditions include decentralisation of banking offices, im- 
plementation of certain requisite operational and organisational 
changes, and soliciting the worker’s contribution and people’s co- 
operation. 

The decentralization of banking presupposes absence of com- 
petition amongst nationalized banks. Concentration of branches 
of many banks at one place will luve to be avoided to utilize better 
the capacity and resources of one bank at one place. One bank 
should serve more places by opening branches in the places where 
iliere are no branches of other banks. This will increase the opera- 
tional ' .fuieiie) of the bank by reaping more business and thus in- 
directly reiucrii ihe co.i'. of services. Cultivating the banking 
habit in the population particularly in the non-banked areas is 
likely to take some time These people will iiave to be persuaded 
rather personally by the bunking personnel to deposit their earn- 
ings into the banks and approach the banks when necessary for 
their credit requirements without hesitation. This time-lag will 
have to he borne in mind while planning the opening of new bran- 
ches in the non-banked areas. 


The present day b-mking practices are also required to be 
modernized to assure s ifety. liquidity an I protection of the depo- 
sits of the neople in non h inked areas. The system is required to 
bc-ration ili?ed ihrouizh miking certain requisite and suitable 
operational and organisational changes. This change is essential 
to achieve the desired objective of the nationalization of banks. 
The present banking operations and organisations svere mainlv 
developed and designed to suit to the urban climate. The entry of 

hanks in the new field of rural economy is likely to bring new ex- 
periences To maintain operational and organisational set-up 
tnav require built-in flexibibtv so neces%ary for adjustments m the 
procedures and lines of action. The aspirations of the people will 
have to be kept in mind to assure service-oriented and development 
• oriented banking in the under developed rural areas. The pron- 
lability criteria will recede while that of maximization of socia 
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walfareand irnprovement in social productive resources through 
banking assistance encouraged. The development of agriculture 
in the new climate of modernization and the removal of unemploy- 
ment through the development of small scale industry are two 
basic tenets of developmental planning of the present day which 
b^v#» got to be assured through the business of the banks by making 
the nationalization experiment a success in the attainment of the 
nation’s objectives. 

There are some important determinant factors which can pro- 
vide the desired aid in streamlining the operational and organiza- 
tional set up of the banks, viz. policy directions to the banking 
units operating in the rural areas, the freedom of decision makingat 
the Unit level, the coordination of all existing village institutions, 
viz. Panchayats. Block Development Offices. Cooperative Societies 
and Banks. Also the availability of better trained personnel at 
this level should, to some extent, meet this requirement. There is 
an imperative need for opening institutes to train bank employees, 
to acquaint them particularly with the knowledge necessary for 
meeting the requirements of agriculture and small industry. 

^ Another important condition pertains to assessing the oeo- 

the role of the customers and^the 
beneficiaries of the nationalized banks in the rural and urban areas 

to speed up deposit mobilization, and assure full utilization and the 
I Ail this requires propaganda and 

The Follow-ap Action 
as the^fi“rs?epl!i?helh^' 

pationofthe direction towards economic emanci- 

economic freedom to eradiTat country to achieve social and 

New Programmes and New Directions 

follow^e°d1ome%ourse\f'’ieri'"’’ “'*■ banks have 

directions w^ch Inter a/,-,, "u"' Programmes and 
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financial assistance to purchase stocks and for their marketing; 
transport owners for passenger vehicles, professionals for setting 
up and conducting professional services, fixed income groups may 
get consumer credit loans for acquiring consumer durables. 
Besides, farm loans have been made available to agriculturists for 
inputs of seeds, fertilisers and pesticides including equipment 
loans for tractors, pumps, development loans for levelling and 
bunding of land, sinking wells, etc. Short term loans, working 
capital and advances to small scale industrialists arc being made 
available with flexible margins and moderate interest rates includ- 
ing project loans for the technicians with ideas but without capital 
for small scale enterprises. Nearly all the banks have been adver* 
tising for such facilities being made available to the common 
people but it is doubtful whether the banks have relaxed their 
security requirements to deviate from a traditional line of banking 
cannons. Nevertheless, the suggestions contained in the earlier 
chapters providing for a course to be adopted ;by the banks shall 
prove valuable and practicable to the banking industry as a whole. 
Of course, the banks having no earlier experience of financing 
the rural requirement shall have to learn by trial and error but 
the timely guidance shall reduce the range of errors in sucli 
trials. 


Indian Bank, one of the leading banking institutions of 
south India, has announced special schemes for artisans and 
technicians and several other professionals as some of them, narra- 
ted above, have not been benefiting from the banking system of the 
country so far. According to a press report, over 1,000 branches 
have been planned to be opened this year to serve the community 
at large. The network of branch expansion shall be based on a coor- 
dinated and well planned phasing to avoid duplication or overlap- 
ping. It has been estimated that 4,000 to 5,000 more places in India, 
require banking facilities at a rate of 1,000 branches every year; this 
need would be met in about five years. The consumer credit schemes 
of the bank announced in December last have been availed by 8,000 
consumers involving an amount of about Rs. 60 lakhs. The bank 
plans to cover 2,200 merchants of flowers, vegetables, fruit and 
other perishables before the end of the year. 

The other nationalized banks have also been devising similar 

programmes to enter into the field for satisfying the requirements of 
the common people. However, the broad framework of t c 
banking policy in this regard is beini chalked out by the concerned 
departments of the Central goviimment. It is expected 
government shall very soon announce the guidelines upon wbic 
nationalised banks shall base their operations. But the 
objective of rendering service to the common people has 
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been clearly to every nationalised bank and it is only on 
the basis of these general objectives that the banks are now 
planning their operations. So long as the specific directions are 
not received from the Reserve Bank or the Central government, 
they are planning on their own. 

Bank Loans to Students 


Some of the banks have announced schemes to finance the high- 
er studies of poor students The idea is to help financially the needy 
students. It is greatly benevolent to society. On the one hand it is 
proposed to provide an opportunity to all deservins students for 
acquiring higher education which was heretofore a remote goal for 
the financially handicapped studanls who had to leave their ambitions 
unfulfilled; on the other hand, it will create social and economic equ- 
ality by bringing up the financially handicapped students to establish 
themselves in life with the financial assistance now being made avai- 
lable through the nationalized banks. 

Amongst the banks which have recently announced their com- 
mitments towards helping the students Le the Bank of lnd™ 
Syndicate Bank. As regards Bank of India, the loan 
would carry simple interest of 4% and would be repayable between 

started rca7e« The ^ studies and 

siariea a career. The maximum loan payable to a student fnr ctnHioe. 

m ndta would be about Rs 10,000/'- while thoL gokg broa^ 

purposes in order to build iin thp educational 

this scheme clean loans up^o^ Rs ^ 

for studies in the USA*^ and ^ ^ devaluation) 

in 36 monthly instalments after thftomll famed repayable 
effective rate of intresrof 7 . 50 / at an 

imounting ?oRs® 8.90 fact whi'ch foans 

administration, ®etc. in ^Indian uniwrcY/"®’ business 

ftablishcd a loan scholarship fund to which it don-^^"*^ 

from Its own profits for orAntino 1 ^ ^ “^nates generously 

The fund has so far given 644 such loan* technical education. 

lakhs at four per centimerest. "mounting to Rs. 2.25 




In this connection it may be mentioned that the State Bank of 
India has been considering a similar proposal to assist farm gradu- 
ates. The proposal envisages a scheme to provide financial assist- 
ance to graduates who take to farming and have worthwhile pro- 
jects for agricultural production. The SBI and its subsidiaries 
have initiated such a scheme on experimental basis in selected cen- 
tres. For this purpose, the scheme will operate only in areas which 
are most responsive and yield maximum profits where adequate 
water supply is assured and fear of any baneful effect like drought, 
flood or water logging is not apprehended. Regions already 
included in the ln^ensive area district programme and high 
yielding variety programme are being given special preference. 

Under the scheme, the assistance will be limited to Rs. 1 
lakh depending on the requirements of each project and resources, 
if any, with the borrower. The applicant will be required to bring 
as much amount as possible from bis own resources to meet a 
portion of the outlay. This will form the margin. However, if the 
applicant has no resources of his own. no margin will be stipulated. 
Bui at ilie time of renewal of working capital, advance margin on a 
graduallv enhanced scale will be imposed depending on the surplus 
of the preceding year. 


It is stated that the loan, on a 9|% interest will normally be 
allowed for a maximum period of 10 years in the case of the 
State Bank and 7 years in the casj of its subsidiaries. The instal- 
ment credit will, however, be upto a maximum of five years. 


The financial assistance will be provided under the scheme 
for covering such activities as production of foodgrains and com- 
mercial crops including hybrid and high yielding 
seeds ; special farming activities such as poultry, dairy, fishery ana 

orchards, horticulture, piggery, etc., and setting HP. ® 

service units. The borrower should have land either m own 
or Itly with others. In addition the farm graduate shou d 

have a worthwhile project for agricultural , S 

requisite technical ability to run t^he farm and be “Pf ^^"8 

up new ventures with a spirit of f'^rraination. In exceptional 

cases, loans may be granted for the purchase of 'end also. The 
loanee will be required to insure agricultural 
implements against usual risks with 

hank The insurance policy will remain in the custody or uic 
baSk. Sops will also be inLred if that facility becomes ava.IaMe^ 

re;o";e"“agric“u'lt'urll economies 

have come before the government from time to "d 

in this respect was taken some time back and will be impiemcmc 

soon. 
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The aim underlying the above scheme introduced by the State 
Bank of India is to assist technically qualified persons. It is 
likely that the bank shall arrange for initial scrutiny and certific- 
ation to ensure soundness and success of the scheme. The scheme 

ODT nationalized banks on the pattern of 

and Its subsidiaries. The importance of such types of the 
schemes lies in assisting the young people financially to let them 
take up their own independent professions. The problem of 
growing unemployment in the educated class throughout the coun- 
try can to a certain extent be solved in this way. Banking assistance 
made available to the students shall create in them the quality of 
enterprise and enable them to bear the risks and to establish their 
own works for earning the livelihood and attaining economic pros- 

I L V • 

Response to Schemes 


seem- to schemes announced by the nationalized banks 

proper response of the common peoole. 
be lppra?s" d! ^*P"'cnces of some of the prominent banks can- 

for role.? Commercial Bank has experienced that its scheme- 

Sher hZseh furniture and 

dav in^ .St K equipmen t attracted “scores of proposals” every 
day in (he branches of the bank. Under the scheme the bank 

ca!es‘^subiec't‘^'t* consumer goods in certain 

snnn a minimum of Rs. 1,000 and a maximum of Rs 

fd "oans^umo '’unk advanc- 

of 9i“/ v^th i carrying an interest 

incidental charges levied at 2% on a fiat rate basis 

h?ve stipulated for the loan is that the borrower should 

hypothecation of guarantor and the 

“ ;L? rir.zs 

*° ^^'P «>«= traders on the ma^nten 
ance of their accounts and also to advise them on 

blnks“wfn'’arrn**® “ V'"'' I*”"''''' Seasonal, the 

.eil!.m.''i^ii sctlown facilities for the dealers The 

S? todels'"''" ® “tuufacturing lines besidU L 

bank has been constantly operating in rumfar^srigbt from hi 
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inception in 1925. The hark I as been assisting the professionals, 
students, farmeis. small industrialists and entrepieneurs long be- 
fore nationalization It has before it now a scheme for intensifi- 
cation of the facilities. 


According to Mr. T.A. Pai, the bank has plans for intensive 
agricultural financing in 14 districts of Mysore, five districts of 
Andhra Pradesh, two districts of Tamil Nadu, one district each in 
Keiala and the union territories of Goa and Delhi. The minimum 
loan to small industry is Rs 2.000. It has now set up a cell to specia 
lise in the electronics— an industry with great potentiality. Another 
industry of special interest from the point of banking assistance 
is fisheries, for mechanising boats, etc. This type of assistance has 
been extended to South Kanara. The biggest canning, freezing, 
cold storage and fish-meat unit in India has been assisted by the 
bank. The bank has concentrated nowon developing fisheries in 
Ratnagiri, North Kanara, Goa. South Canara and Kerala. 

The bank also lays special stress on self-employment rather 
lhan on jobs. It is going to embark on a new scheme of inaking 
loans without any margin to engineers to set up small scale indust- 
ries. to professionals like dentists { upto Rs 10,000 ) and doctors 
to start practice. 

From the above examples, it is evident that the nationalization 
•ot banks has pul the whole banking industry into constructive 
channels for the rapid achievement of economic and social objec** 
tives underlying the recent economic policy of the government. 


Specialized Export Banks 

The government is examining how best the nationalization of 
the banks can be put to the best use and advantage of the common 
people by pressing them into service for the exporters. 
plan to create special export cells in the nationalized banks tor 
this purpose with the requisite infrastructure for facilitating avail- 
ability of funds for export purposes. The government has furtner 
decided to pursue the idea of a Foreign Trade Bank with a wide 
support from banking circles recently. An expert .Commitiee has 

been appointed to examine whether It would be desirable set up 

a single inMiluiion to lake over and run all ihe foreign branches or 
the public sector banks. The committee will also examine wheiner 
the proposed bank should hand'e the enure foreign exchange busi- 
ness of Ind-an banks and study the implications of such an arrange- 

menton the profi.ab.liiy of these banks The 
headed bv Mr SB Kaji Deputy General Manager ol Bank of India 
andtfll incTude Mr. K K. Banerjee of the State Bank of In^a 
andforeicn exchange experts from five nationalized banks —• the 
Central B^nk, Bank of Baroda, United Commercial Bank, Indian 
Bank and Indian Overseas Bank. 



63 


The goveroment has also recently decided to entrust the 
government treasury and allied business progressively to the 14 
nationalized banks which is presently being handled by the State 
Bank of India and its seven subsidiaries, mainly at the places where 
the offices of the SBI and its subsidiaries are not located. A co- 
mmittee has also been constituted for the purpose of evolving a 
programme. This Committee is headed by Mr. K. K. Sheshadri of 
RBI as Chairman of the committee and includes representatives of 
the nationalized banks. 

To ensure greater collaboration between the nationalized 
banks and the non-nationalized banks, the government is consider- 
ing the proposal of constituting an Indian Banks Association. 

Scheme to insure credit risk of banks 

The major motive of the banking service has changed, after 
the nationalization, from profit to service of the masses. The loans 
are to be given now to the common people not judging the trans- 
actions from security point of view but from credit worthiness of 
the purposes and the enhancement of production. This is inherent 
in the risk which is required to be insured to assure running flow 
of funds and profitability of the nationalized banking services. 

The proposal to introduce a comprehensive scheme of insu- 
rance to cover the credit risk incurred by nationalized banks in 

granting loans to small borrowers is under the consideration of 
(he government. 


The new scheme will replace the present credit guarantee 
scheme which provides such cover only for loans to small scale in- 
dustries. A seven member committee headed by Mr. S.S. Shirlar- 
kar, Additional Secretary in the Department of Economic Affairs, 
has been asked to formulate the new scheme. 


The lending policies 

i'hon government does not appear to have announced any 

lending by the nationalized banks, 
cial to follow the professional cannons to exercise finan- 

DFoieiu Th borrowers to ensure efficient functioning of 

Kst; “ot only on 

thtmimK and aggregate of loans advanced but also on 

has *'^“*'®* However the govemment 

‘Leader districts to one 

in its areas anH ^®**^*’ ®ank* would conduct surveys 
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The ‘ Leader Bank" concept has been suggested by iheCoinmi- 
tiee of Custodians at the instance of the Reserve Bank. The scheme 
envisages that one of the 14 nationalised banks, which has the largest 
number of branches in a particular district, will co*ordinate the 
spread of banking network of all banks m that district. The bank, 
with the largest number of branches is better aeqainted with the 
local conditions than any other bank and therefore can advise other 
banks to locate (heir branches in such a way as to avoid wastage of 
resources and duphcaiion. 

Efforts to mobilize savings 

The government has directed the nationalized banks “to 
mobilize resources from all parts of the counirv and from ail sectio- 
ns of the people ranging from the affluent bu>incssmcn to the liara* 
s^ed house wives.'’ 


The above statement of the Prime Minister depicts the anxiety 
of the government to mobilize the savings of the common 
people which can best sbe put into liquid position and can be us- 
ed for investment purposes, for enhancing the social reproduction. 
As the people in the urban and rural areas with meagre means of 
earning do not save anything, it would be difficult to form saving 
habits till they get enough incentives. The people mostly having 
such meagre means of living are the labouring class, self-employed 
or in employment of others, on daily wages bases. Their daily 
living is quite a sorrowful affair; whatever they earn in a day they 
spend it the same day or save the little amount to be utilised the 
next day. Their main item for recreation is the cinema at the end 
of the week ora drink in their own social circles which consumes 
their savings. If the banks can assure these people who form the 
majority in the economciallv backward areas, the withdrawal of their 
savings without much difficulty or can render them services of 
procuring cinema tickets or the drinking liquid by issuing chits or 
procuring such other via media, an incentive could be given lor 
inculcating a saving sense in these people. On some experimental 
basis the programme of giving such incentive to these people can 
be taken up to promote the habit of saving 


The approach made by the syndicate bank to mobilize the- 
savings is quite exemplary and may be followed by other nationa- 
lized banks to plan the mobilization of common-men s savings. In 
Ibis connection it will be necessary to quote 'h' 

lus^ schemes launched by the Syndicate Bank Before and after 
nationalization. 


As early as 1928, the Bank drew up a special scheme intend- 
ed for the mobilisation of the deposits of the small man— the 
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Pigmy Deposit. This has grown over the years and is the most 
popular deposit scheme today. Under this, the Bank has achiev- 
ed what appeared impossible in deposit mobilisation in rural and. 
semi-urban areas. The Bank accepts even a small amount of 25 
paise a day as deposit and this is collected every day by its agents 
at the doors of the depositors. 

The Bank has over two lakhs of Pigmy Deposit accounts to- 
day from the lower-middle classes, the workers in factories, casual 
labourers, agriculturists and professional classes. The scheme 
has enabled the Bank to reach the masses, and establish contact 
with small men. It has incidentally helped Branch Managers to 
understand the needs and problems of the middle classes. Since 
its inception, an estimated Rs. 100 crores have been collected under 
the scheme and returned to the savers.. The annual collections, 
under the scheme now average Rs. 6 crores. The Pigmy Deposit 
Scheme has helped the common man expand his business or 

achieve other ch6rished objectives like owning a house and educat- 
ing a child. 

The Syndicate Bank has introduced many innovations and 
experiments towards this end. For example, the Bank launched two 
successful campaigns in 1964 and 1967. as a result of which it has 
been able to make over 75,000 children bank-minded, it turned 
out that children could be the best medium for carrying the mess- 
age. During the campaigns among children, many parents and 
teachers also opened accounts. 


Again, the Bank recognied the crucial importance of women 
in taking the vast potential for saving in the country. In fact 
hey have been the agencies of the kind of social security schemes 
the Slate has taken over in recent years. For centuries wo- 
raw in this country have been the repositories of the savings of the 

unforeseen contingencies to 
and old exposed, like sikness, unemployment, education 

peoDl^° I powerful effect on the minds or 

of crow ‘O-OO® saved in the form 

Rs- ‘0.000 in the form of a bank 
nSIn at the end of five years com- 

^ ‘hey borrow on the 

srvings! ® have converted their 

* 

th. women aware of these imolications 

Syndicate Bank started an all-women’s branch in BangalorcTn, 
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1964 followed by similar branches in Delhi, Hyderabad, Madras, 
Trivandrum, Mysore and Bombay. Besides savings, counters at 
many other branches were entrusted to the care of women employ* 
ees. Tbe idea was to encourage women, particularly from the 
lower economic strata, like domestic servants, vegetable vendors 
and fishmongers, to discuss their problems with the Bank’s staff. 
It has worked very well and recently the Bank celebrated a wo- 
men’s savings week. 

With growing incomes among large sections of society, the 
Bank’s experience showed that if deposits are to be mobilised in 
an effective way, the concept of mass banking has to be recogni- 
sed and respected. A few vegetable vendors of Belgaum, whom 
the Bank had initiated into the habit of saving, found their deposits 
grew to over Rs. 2,000 in two years. An itinerant shoemaker of 
Belgaum saved as much as Rs. 18,000 in a few years. 

This shows that in a section of our society the propensity to 
consume does not develop correspondingly with the growth in in- 
come. This provides a great potential for mobilising these resour- 
ces from all sections of society. 

Another study by the Bank revealed that an appeal to save 
was of ro avail in itself unless there was motivation for saving 
In the district ol South Kanara in Mysore, a powerf^ul ‘''atmn 
was children’s education even among the lower middle class fami 

lies. 


The Bank has been introducing novel schemes every year to 
attract savings It now offers social security deposits, retirement 
security ccrtfficates. children’s welfare security certificates, estate 
dutv deoosit schemes, and autoraauc extension deposits. The idea 
£d an this is to serve the individual needs of various types 

of customers. 

Banking Department in the Finance Ministry 

The Government has created a “«*.D=PY.‘Tafs!eteta”ry "fhe 
the Finance Ministry to be headed by f 

aim behind creating the new department rinvt 

implementation of the ^'°®be?”“he° Vice-Chair- 

„.an of Director of the 

time Ex ‘Chairman and also |_ j:. with his vast experience 

■Industrial Finance Corporation of India. With bis he is b^ck to 

and close association with tbe banking industry bc 
■Ministry of Finance. 
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FindiDgs of the Study Group of National Credit Council 

The Study Group appointed by the National Credit Council to 
go into the question of building up an appropriate organizational 
framework for the implementation of social objectives submitted 
its Report on 22nd October, 1969 whose main findings and 
recommendations were as under : 

The group examined the relative strength and weakness of 
the commercial banks and the co operative credit system. It 
studied in detail the uneven area-wise distribution of credit and 
banking facilities in different regions and within parts of the same 
region. The problem of uneven distribution of institutional credit 
to different economic sectors and the virtual Don>avaiIability of 
institutional credit to certain types of borrowers, particularly small 
borrowers like artisans, fishermen, small farmers and other weaker 
sections of the community, has been high>lighted. 

After examining the nature and extent of credit gaps and the 
stability of the banking system to meet them, the group has suggest' 
ed an immediate programme of action, with the district as a basis 
of an integrated plan. It has also suggested the creation of the 
necessary apparatus for this purpose, both at the district and alU 
India level. For this purpose the group has suggested the setting 
op of a specialized department of credit planning in the Reserve 
Bank, and has outlined the special responsibilities of the nationalis* 
<d banks in providing the necessary leadership in this regard. 

The bank credit is concentrated in major cities, with Bombay 
aud Calcutta alone accounting for 32 per cent of deposits and 51 
of bank credits. Excluding Bombay and Calcutta from 
Maharashtra and West Bengal respectively, the share of these States 
« totel bank credit shows a steep decline from 32 per cent to 3 per 
^^barashtra and from 23 per cent to less than one percent 
Bengal. There is a flow of resources from the smaller to 
We larger population centres and from the rural to the urban 
^ntres. The credit deposit ratio was as high as 89 per cent in 
Qtres with population above 10 lakhs and showed a declining 
wend in lower population groups with only 41 per cent for centres 
I jb® population group of less than 10,000. The group has sugges- 
^ appropriate steps in this, 

rPS’ The per capita bank credit for the country as a whole was 
iiiMkt .1 capita deposits Rs. 78. The per capita deposits are 

««riy n per cent of the per capita income of the country. 

P®*" capita deposit and per 
«pita credit as between different regions. The per capita credit 
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is less than Re I in as many as 63 districts as against a nationaF 
average for credit deposit ratio of 69 per cent. Out of 336 districts 
in the Indian Union, commercial bank offices did not exist in \3 
districts up to the end of 1967. The average population served by 
a bank office ranged between 1 lakh and 2 lakhs in as many as 89 
districts and it was above 2 lakhs in 88 districts. Over the last 
few years the number of borrowing accounts of the commercial 
banks declined by 22.000 from 10.8 lakhs in April 1961 to 10.6 lakhs 
in March 1967. It is the contention of the study group that banks 
have not succeeded in making credit facilities to a wider section 
of the population despite an increase in their resources. 


Apart from uneven distribution of credit to the maior sectors 
of the economy, the credit extended bv commercial banks was not 
widely dispersed and there were credit gaps oarticularlv in the case 
of small borrowers. In the case of commercial banks for instance 
81 per cent of the total borrowins accounts are currently for amou- 
nts up to Rs. 10.000 but thev account for less than 4 per cent of 
the total bank credit. On the other hand only 437 accounts out 
of more than a million claim as much as 23 per cent of total bank 
credit. From the study it appears that small banks cater to the 
needs of the small borrowers to a larger extent than the bigger 
banks. 


The non-availability of institutional credit to the small artisan 
has forced the latter to seek the mahajans who charee interest at 
the rate of 35 per cent. This in fact is in the case of the handloonr 
weavers in Tanda (U.P.) Hawkers borrowed money from monev 
lenders on a day-to-day basis at fantastic rates of interest— Rs. 20 
borrowed in the morning were repaid in the evening with an interest 
of Rs 2 — which worked out to a rate of interest more than 3 600 
per cent per annum. The report sugsests that credit problems of 
small farmers needed special attention and urgent solution because of 
the fact that large numbers are involved and there is apprehension 
that the new agricultural strategy may aggravate the economic 
disparity already prevalent in some parts of the country. The 

group therefore, suggests that individual banks should evolve their 

own schemes to help this class and that the criterion of viability 
should not he iudged from the land he owns or cultivates but by 
his character and his progressiveness. 


The group has recommended that the district should be the 
lowest unit for the adoption of an area of approach to evolve plans 
and programmes for the development of banking and credit struc- 
ture.'^ The leading part in this, the group says, will have to be l.akeo 
by the commercial banks, central co-operative banks and land 
development banks. In each district one or two nationalised bank . 
in addition to the State Bank, should take a leading part in this 


matter. 
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Nationalized Banks’ Structure 

Union Government, in consultation with the Reserve Bank, 
is formulating a detailed scheme providing for certain structural 
changes, including the constitution of Boards of Directors for the 

14 nationalised commercial banks. A major feature of the scheme 

15 likely to be the removal of the dominance of big business int- 
erests in the Boards of Directors. 

The Boards of Directors to be constituted soon after the for- 
malization of the scheme by the Government will be nominated 
bodies. Each Board would consist of about a dozen of persons re- 
presenting various interests including depositors, workers and arti- 
sans, and employees of the bank. The Reserve Bank will have 
•one representative of each of the 14 Boards. The scheme is expect- 
ed to provide for safeguards in regard to the functioning of the 
Boards. 

'Co-ordination Forum for Banks 


The Government is expected to set up a “forum of co-ordi- 
nation * for the nationalized banks with a series of meetings from 
November 1, 1969. 

<Ar; Reserve Bank Governor, Mr L. K. Jha, is to hold a 
^nes of meetings with the custodians of these banks and the chair- 

° discuss the methods of co ordi- 

nation between them. 

. co-ordination will cover matters of "common interest’ and 

in/»i 1?®* forum will be a body of the nationalized banks, 
including the State Bank. 

seven-member committee has been set up under the chair- 
Additional Secretary. Mr. S. S Shiralkar to for- 
guarantee scheme as announced by the Prime Mini* 
ibflnw ^ meeting with the custodians of the nationalized 
10 tmlii guarantee scheme covers the loans 

schpm^ ♦ ® DOW it is being sought to extend the 

wers^romKn^^^^^ farmers or other petty borro- 


nii» brought, if necessary, in Parliament 

put the scheme on a statutory footing 


THE BANKING POLICY STRATEGY 

fc^B*^***® Government has nominated several Committees 

resides the Banking Commission for evolving a general banking 
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policy framework for the guidance of the nationalized banks so 
as to carry their operations to meet the requirements of the econo- 
mic development of the country in both the urban and rural areas. 


The Banking system in India is now a mixed system in which 
both the private and public sectors are participating. Therefore 
the banking policy evolved now {’extends a cover over the 
private and public b.^nking business to foster co-ordination and 
cooperation between the two. A new banking policy for the mixed 
system of the banking, where the public sector, with 28 nationalised 
banks, commands 85% of the banking business leaving the 
remainder to be handled by the private and the foreign banks whose 
operations are under strict watch and control of the central bank- 
ing operations of the Reserve Bank of India, has to lay suitable 
directions for the banking business. The role of the indjgenous 
bankers and the cooperative sector of the banking is required to be 
redefined to work out a cohesive and integrated banking policy. 
Care is to be taken while changing the directions of the banking 
business from the banked sector of the economy towards the non- 
banked sector that the all-round development of the economy is 
not impeded. For this purpose it would be essential that the 
banking facilities being enjoyed by the banked sector should conti- 
nue and constant efforts made to change the character of the 
non-banked sector into the banked sector gradually and steadily. 
In this way banks shall continue rendering assistance to large 
industries, trade and commerce also, while meeting the requirements 
of agriculture and small industries on priority basis and in planned 


manner. 

For the purposes of evolving a set of suggestion' to arrive at a 
new banking policy thi externa! and internal aspects of the banking 
industry are required to be reviewed so that inherent problem^ 
could be sorted out and coherent solution devised. In the 
external aspects the relationship of the banks with their customers 
can be studied whereas in the internal aspects a reformative change 
in the existing practices be considered for rendering desired 
services to the country. The external aspect can, again, be dealt 
with in two separate sectors of the economy i.e. the urban econo^ 
my or the banked sector and the rural economy or the unbanked 

sector. But in the urban economy itself there have been sections 

of economic activity run by large number of persons '^hej-e banking 
facilities have yet to be made available. Nevertheless, 

Sr of the urban economy ha^nurnerous problems which ^ 

required to be solved like those of the non-banked sector of the 

rural economy. 

The banking business in urban sector is well 

as the banking operations are concerned but it requires a p 
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©verhauling of the existing banking practices if the banking oper- 
ations have to cover the non-banked sections i e. the weaker and 
poorer sections of the urban economy. Towards this goal, approach 
has to be made from two angles viz. the existing borrowers and (he 
prospective borrowers. As regards the existing borrowers, the 
various types of industries, the trades and commerce so far enjoy- 
ing 'the bigaer share of the banking facilities, have a number of 
problems relating to the security of loan applications, quick 
appraisal and sanctions, quick disbursement, relaxation on security 
requirements, etc. These problems of banks’ relationship with the 
specialised customers are of crucial nature affecting the banking 
policy. These problems can be sorted out through an independent 
research unit, formed of banking experts, who will contact the 
borrowers by undertaking a sample study and call for detailed 
information on different aspects of their dealings in confidence. 
The borrowers can be asked to give their suggestions for solving 
their problems related to bank dealings. This information shall 
be analysed by the study team to arrive at concrete results which 
can be suggested to the government to be adopted for it banking 
policy. By doing so the government shall win over the confi- 
dence of the existing borrowers and shall be able to enjoy 
their cooperation while diverting the banking resources 
towards the non-banked sections of the society by curtailing the 
resources to be invested in the aleady developed sectors of the 
economy. The institutional finance being made available to 
finance the industry and other allied activities through the private 
as well as the government institutions can be liberally extended to 
cater their working capital requireineots also for which they have 
alwavs looked anxiously towards the banks. In this way, the 
problems of the existing borrowers in the urban economy 
can be solved through the medium of new efforts envisaged to 
be made as above. 

To help the prospective borrowers in the urban economy,. 
It IS required that the banks should follow the practice of micro- 
planning, to allocate credit to different sections of the urban sector 
of the economy. Under the micro-plans the banking units in 

urban areas shall be having independently before them the annual 

^ operations clearly demarcating the targets fixed for 

mobilising the resources and utilising (he available resources in the 
planned manner giving maximum satisfaction to all the sections 
of society. Such credit plans are required to be approved by 
the government so that these plans conform to the objectives 
of the general economic planning of the government. 

The aforesaid micro-credit plans shall help in following the 
pursuit of balanced economic developement of different sections. 
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of the economy and assure availability of credit to the existing 
borrowers and prospective borrowers. The micro-credit plans 
shall result in checking up unreasonable and unwarranted drain 
of banking funds into the channels of concentration of monopoly. 
It shall minimise the gap between the exante and expost objectives 
of the banking policy of the government and help the government 
in locating the gap in planned achievement. 


As regards the non-banked sector i.e. the rural economy, a 
sound credit policy is required to be followed to assure credit to 
agriculture and the small industry, village artisan, craftmanship 
and the small traders. Loans for personal purposes other than 
those for professional requirements have also to be provided to 
the villagers. Therefore, the demand for credit is lively to be larger 
in the rural sector. For this purpose, a definite departure in 
the existing practices of the banks has to be made for the reasons 
of prevailing conditions of the under-developed economy in village 
areas. In this connection, the mode of sanctioning the loan to 
villagers is of paramount importance so that the utilisation of the 
loan for the specific purposes can be assured and objectives of 
increased production of agriculture and other allied rural activi- 
ties achieved. But proper utilisation of bank loans in rural 
areas cannot be assured as the lack of developed market 
renders difficult ilie availability of the agricultural inputs for which 
the banking credit is to be demanded. For this purpose it is 
essential, the loans to be granted to the farmers should be in 
commodity form rather than in liquid forms. Banking facility in this 
sector of economy can be of great u^e if only such types of loans 
are granted to the farmers and villagers. To make the scheme 
successful the governmental and cooperative resources will have 
to be mobilised to assure the villagers and the farmers commo- 
dity in which the loan has been sanctioned. This can be possible 
only if the nationalized banks or the government could maKe 
arrangements either with the block development offices or by run- 
ing cooperative societies to supply specific items of . agricultural 
inputs in which there is likelihood of shortage and price inflation 
owin» to increased demand. If sucha an arrangement is made then tne 
banki shall work in utmost coordination with these agencies The 
commodity credit shall be granted to the vdlagers who will take 

delivery of the required goods direct from the agency by banker s 

foan s ip This t?peofc.editinki^ definitely different to the 
credit granted L cash form as the utilisation of the loan ts assu od 

without much difficulty. This will also "’‘"'“1“ ,l,e 

hiflrk marketing by the dealers in case the distribution oft 

commodity is Controlled by the banks. ' such 

the cooperative societies. The chances of price inflation m 

commodities shall thus be curbed. 
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The above mode of credit shall be useful and convenient to the 

^ practice shall encourge the rural people to have 

their transactions through the banks for acquirinc inputs selling 

Th"“® sa'ne in ILrr 

K. H “PP-rOve form of dealings througli such devices 

.Lv art '’P''® even if 

slices A sfmfi ’=°">"''”ion for rendering such 

Ss r P' """ *’= followed while granting 

^ans to villagers for purposes of acquiring the tools and imple- 
ments or inputs to be used in small village industries. Howler 

menfs"?h'e"nyrm" I h K 'heir personal commit^ 
ments, the normal banking practice can be followed. 

reveals'’thai*th!yh’“J'’'’‘“"°P^'“^^“‘®*P®‘^‘* banking industry 
reveals that the banks are required to play a dynamic role in thi 

onomic reconstruction of the nation to create economic equalitv 

s: sSSlEr Fi~;: 

new areas of ooeratinn 1 ® changed circumstances to 

“ “"r-r ?“ " ,1- 

fatten forms for borrowiog°pVr;:s’‘es arrfitZ^ 
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of the banks themselves after personal verification of the 
borrowers record immediately on the requisition of the borrowers 
for the loan ; other formalities of executing some written docu- 
ments by the borrowers as security for the loan arc also relaxed by 
adopting the course of available alternatives at the discretion of 
the focal oflicers of the banks ; the sanctioned credit is immediately 
disbursed to the borrowers. This type of change in the banking 
procedures shall be of material importance in toning up their 
efficiency and streamlining the technique of their operations, id 
both the urban and rural areas. 

For a cohesive and integrated loan policy it is essential 
that the banks follow a planned course of action to meet 
the different requirements of the economy in a unified manner. This 
means that care should be taken in judging the borrowers require- 
ments as genuine and that other available sources to meet tnese re- 
quirements have not been used by the borrowers so that It could 

easily be known if the other sources have been used by the 
wers and if so to what extent so that overlapping and misuse ol the 

facility could be detected and avoided. 


Renovation of the security requirements shall have to be 
made to propagate banking habits in the non-banked sections 
of the economy. In this connection banks are required (o 
prescribe a small limit upto which a borrower of confidence can 
borrow on persona! bonds of security. Even in those cases where 
the borrowers present some moveable or 'oimoveable forms o 
security, the requirement of taking security should be ^t 

such a limit that the borrowers may not feel discouraged for 
want of adequate security. For small borrowings banks can run 
‘nawn shops’ on the pattern of USSR for meeting small personal 

requiremerns of the weaker sections of the 

can work with the banks in the same manner as the 

arc oD'^rating in the urban and rural areas with the d>‘|'-^cnce 

fhat the easonable rate of interest shall be payable instead of 

.s. » ... 

benefit of the small borrowers. 

For encouraging banking habits in both^ urban ^andjumi 

areas the rate of interest encourage decentralized 

concentrated monopoly rate of interest policy 

borrowings. This can be done if a f ^ "’^"ided'^ by 

is followed hy the banks ean be made 

15 ' » li ..a - -b. 
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interest policy. The dynamic rate of interpct 
b4nking iransactions shall cover two aspects i. e the 
operations and the borrowing from the nuhlir in' th i 

iliSfsisgg 

rncetmg the expenses of construe ing new ^ 

purposes. As soon as the new proiect”oer,^fn n ^ ^ 

products arc marketed the rate of production and its 

phased manner and reaches the higher in a 

fitab.Iiiy of the borro4rs HiiThfr increased pro- 

from the borrowers from the verv HpJ <^harged 

case the borrower has utilised th^p of the date of lending in 

giving imutediate returns For 
to finance the purchanf goods ‘’‘= 

interes, say 20% p.a on .hetehidrs ks ^oin ^‘‘"= 

being charged by ?he monIy lenders 

market. ^ financing compaaies in the 

mteref°\he%'lXlL°Lcrpf ““"“r' ® •"Sher rate of 

fixbd period-even higher rales of"ntlre« P‘‘'’'''= a 

sttors. In this way banks cL eas.W 'he depo- 

bemg accepted by the non-ban^n ^ ^ deposits 

public at the rates of in^st ^ companies from the geS 
more. This loan can be JO to 15% p a. or 

rates of interest. Such a schemp^ r^^^^”*'^ lending at higher 

sha I result in many advantages fo ‘ he^T^' govJrHS 

hsll take such deposits for Inno • viz. depositors 

■note confidence in banks than thl ‘^^Po^ilots shall have- 

he depositors in most of the "ases • defraud.-ng 

shal be able to denosit in the banL’efih? ' ‘"oney 

in tile names of toeir relatives which sh^ M i" or 

purposes and shall not have its Por investment 
nomy of the nation. On the ofh “Pon the ecS 

by - 

publf;°can'’be 'c^Sd 'he^nds™?"^" 

be promoted from such a rate n/' borrowtrs can 

borrowers or sDeclllafv^, * interest policv ac fh« k 

Discriminatory rate of Finance-Pier f?r""a 

southern Economist : 15.3.1969)!. 


76 


As regards the repayment of loans and moratorium, schedule 
in most of the cases is settled before the loans are sanctioned to 
the borrowers on expected profitability returns. In most of the 
cases, the profitability and inflow of cash accruals fails to work on 
expectations resulting into delay and defaults in repayment follow- 
ing recourse to legal action by the banks. To avoid such even- 
tualities the repayment of the loan should be couched in flexible 
covenants under which the repayment may be deferred or met out 
prematurely as may be deemed convenient between the parties i.e. 

the banks and the borrowers. For this purpose it would be essential 
if the profit earning borrowers could be pursuaded by following a 
discriminating rale of interest to make premature repayments and 
by the concerns running into losses being given succour 
timely financial assistance at cheaper rate of interest which shall 
be compensated when the profitability of the person increases. 


The above suggestions made to solve the internal problems 
of the banking organisation can perhaps be of some use to the 
government for determining its guidelines to evolve a dynamic 
workable barking policy. The mam objeciive of giving the above 
suggesiions is to help e\olve a pattern o( control by the government 
■over the mixed banking sysum now made to work m tbe county 
■with greater efficiency and durability so a^s to foster economic 
equality between the financially weaker and stronger sections ot 

ahe society. 


CHAPTER VII 


BANKING SYSTEMS OF DIFFERENT COUNTRIES 


The banking system in diSerent countries can be studied 
under three main forms i.e. the banking system in ‘capitalist 
economies’, ‘socialist economies* and the ‘mixed economies*. 
There are developed and backward countries throughout the world 
following the above systems. The countries following mixed 
economic system are mostly less developed nations struggling to 
achieve rapid economic progress by following the ‘best’ under- 
lying the two main systems— ‘capitalism’ and ‘socialism*. The 
structural settings of the banks in the capitalist and socialist nations, 
whether developed or less developed, is founded on their respective 
uniform principles* Before studying the banking systems of the 

prorament developed nations and a few less developed ones under 

the two main economic systems, it is necessary to acquaint the 
readers with the special features of the banking systems of the 
capitalist and socialist nations. The special features of the non- 
cornmited nations following mixed economies shall be evaluated 
while commenting on the case of the ‘Mixed Banking System’ in. 


Difference between the Banking 
and ‘Socialist’ Countries. 


Systems in ‘Capitalist* 


Countries. 


Money is the creator of banking system. Money does not 
change us concept in capitalist or socialist nations; it carries all 
Its properties of being medium of exchange, measure of value, 

hAnt n°^ dclerred payment and so on. But the 

soct K 'Wnomies in capitalist and 

practice ‘ f^^rmation, organisation and 

The banking system in modern capitalist countries comorisei 
a great number of banks, and other credit institutions which collect 

‘he population and use them to 
? charge (at a proBt) to traders, industrialists and 
households. These banks and credit institutions are 
DumosM'if f '“‘‘■''“•"a's called capitalists who use them for 

KnriLf accumulations. These banks help monopoly 
enterprises to serve the ends of their owners. In most ofth^ 

Muntries these banks are authorisid to issue money (bank notes\ 

and regulate the whole system of credit. These banks Speramt 
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stock market (bonds market) besides capital market and render 
various other services for customers who are capitalists, traders. 


system in socialist economies differs 
greatly from that of capitalist economies. Banking system is fully 
owned by the state whereas in capitalist countries it is mostly 
controlled and owned by few capitalists. Jn socialist economy, 
credit IS planned and used to redistribute money resources in the 
economy, according to the requirements of social reproduction. 
Ihe redistribution of money resources is effected by lending the 
Idle portion of these resources to those who need them. Bank 
credit in socialist economy is organised and effected on the follow- 
ing principles i (a) It is planned and given by banks to finance 
measures provided for in the plans of the enterprises (b) crediting is 
direct, i.e. given by the stale owned bank directly to -the enterprise ; 
(c) credits must be repaid i e. money received from the bank must 
be returned to the bank (d) credit is granted for a definite period, 
U must be returned on a set date with interest, the rate of 
which is determined by the state. 

The savings of the population are collected (a) by savings 
banks which accept deposits from population (b) by issuing state 
bonds subscribed by the population. 

An unimportant feature of credit system In socialist economies 
IS the '‘consumers credit” known as mercantile credit, given by 
'trading organizations to the popula'ion which lessens the pressure 
on the stale banking system. It applies to purchases by the popula- 
tion of consumers goods such as clothes and domestic articles. 
The buyer pays for such items by instalments. The terms for the 
clearing of such credits are established by the government. Purchas- 
es are paid by monthly deductions from the wages. 

In socialist societies all credit relations are based on the 
■planned development of the economy. Credit operations arc 
planned. State credit institutions execute credit plans. Planned 
development and utilization of credit is done in the interest of 
the society. Thus the credit system in a socialist economy is the total 
sum of the activities of the tredil institutions comprising of state 
banks, savings banks and pawnshops. These credit institutions are 
state monopoly and state owned. They are operated in the 
interests of the people. The credit system is controlled and managed 
by the higher central organs of slate power and state administration. 
The credit system reinforces and develops the socialist economy, 
to accelerate the building of socialism and to raise the material 
and cultural standard of^ the people. The credit system scrvei the 
society and furthers its progressive development. 


V 


Backing Systems 
INDIA 

The Indian banking system is comprised of indigenous 
rT '"r '^^"king, cooperative banking and 

oract?, '“digsnous system is still greatly 

Tu reminds one of the tradition being followed for cen- 
ihe hp«; ^ commercial banking sector which emerged with 

Engli h® century is representative of the 

waf banking. The cooperative banking system 

villages to “i cooperative movement in 

cities® Th» ‘•cqu'rements through cooperative so- 

State Ranr„f T!I?'' °f '“dia into 

strengtheneH «''''=*> ‘‘““ds fully 

Srciafoanw'" ine of the fourteen majoV 

whTcrhave meaprer^ remaining commercial banks are those 
the?ota?ranWn“g®"ures"" commanding ,n aggregate l/7.h of 

playetTr^e^lerVole banks which 

and indusify » India, cannot brover“oo“ked°^ Tht" co'“'”“"‘1 
banks are Mnstituted^as exchange bankfand ^he commercial 

Tb^exch'*- ^=bedu®red'’\“„1 notschediyed^^aTs! 

in the fioanTof ^foreigTtradc'^ih^^ specializing 

general banking business rela fn? ‘°tC''na» trade, do 

chants to obtain thdr exchanee 

the Pledging of gold and s.lv/r ornament; f^he'^urpo's e' 

Kquireracms.'^^ThVscheduL^^^ catered the urban credit 

mercial and industrial finanr^a concentrate more in com- 
er to the credit reani .m^n? r ^''® “^"-scheduled banks cat- 
vances to borrowers on oerson^T purposes. Ad- 

real estate morigaPes e?c^ nrPHnL®“Y^“ “* of bullion, 

duled joint stock banks. ' ^ non-sche- 


the jom/stock‘bfnfe”was"bv wav ’’““•''“g done by 

<irafts. Bill discountina wac ^ credits, and over- 

.,3 b;^"“srtii?vLr„ .3 
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banks Imperial Bank of India (now the State Bank of India) occu* 
pied a leading position as the biggest bank. Amongst the 
commercial banks the medium and small sized banks were great- 
er in number. These banks confined their business to towns and 
cities depriving the rural areas of banking facilities where the 
indigenous banking by moneylenders predominated till date. 

Cooperative banking, however, supplements the work of indige* 
nous banking institutions. These banks provide : first, one of the 
two mam links (the other being the endorsing shroff) between 
the sophisticated institutions of the central money market and 
the credit needs of both the rural village and the smaller arti* 
sans of the towns. Attempts have been made in recent years 
to formalize relations between the provincial cooperative 
banks and the Reserve Bank to strengthen this link. * 

Now the nucleus of cooperative banking is formed of the 
cooperative credit societies and the cooperative banks duly 
assisted by the Reserve Bank and ihe Stale Bank of India in 
coordination with the ‘Appex* banks. These cooperatives do 
not do any commercial banking business like the Joint Stock 
banks. 

The beginning of the nationalized banking in India dates 
back to the establishment of Imperial Bank of India by amalgama- 
tion of the three Presidency Banks in 1921. The new bank was 
recognised from the beginning as a semipublic institution with pro- 
vision for a certain measure of control by the Government, for 
which it was to act as its main banker with free use of treasury 
funds. It was also expected to act as a bankers’ bank, holding 
their cash balances, rediscounting their bills and assisting them in 
times of crises. It worked like a Central Banking Agency and at 
the same time retained its commercial banking business which it 
has inherited from the Presidency Banks. But this hank could not 
carry out the wish of the Government to play its role as purely an 
impartial public sector institution with its dual responsibilities 
conforming to and contrasting public and private interests. The Re- 
serve Bank of India ultimately substituted the Central banking 
functions of the Imperial Bank of India and started its opera- 
tion.s in April, 1935. 

Originally constituted as a shareholders’ bank on the model 
of leading foreign banks of the time, the Reserve Bank had to 
undergo nationalization through Reserve Bank (Transfer to Pub- 
lic Ownership) Act 1948 to meet the requirements of closer integra- 

page 187 : Banking tn the British Commonwealth • Edited by R.S. 

Sayers 
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tion between its policies and those of the Governmept. Reserve 
Bank of India operates now as the Central banking institution in 
India as does the Bank of England in Britain. 

Reserve Bankofindia has been empowered to regulate the ban- 
king business in India. Under the Banking Companies Act of 1949, 
it has been empowered to licence banks and their branches, and to- 
conduct supervision and control overihe banking institutions. Thus, 
since 1949, the number of Scheduled banks came down from 94 to 
76. This reduction is attributed to the merger of the less viable 
banking units with the bigger ones and to a few liquidations between 
1960 «ind 1964 : 17 scheduled banks had either merged with other 
units or were liquidated. On the other hand, the number of non- 
schedulcd banks which was 526 in 1949 was reduced to only 80 by 
the end of '964. The process of strengthening the banking struc- 
ture through voluntary amalgamation and compulsory merger was 
speeded up in 1964. But one notable feature in 1964 and 1965 
was that no bank was ordered by any court to be wound up al- 
though 12 non-schedujed banks went into voluntary liquidation. 

With the above reduction in the number of banks, the expan- 
sion of branches took place 2,842 (l9-i9) and 5.478 (1964). The 
branch expansion took place in the subsequent period speedily 
though it was confined mainly to urban areas. 

With the expanding diversified banking needs o^* the econo- 
my, the functioning of the Reserve Bank has been adjusted to it 
so that it could successfully implement the programmes framed 
under the Five Year Plans. 

To assist the Reserve Bank in this task the Imperial Bank of 
India was nationalized to work efficiently in the implementation 
of the Second Five Year Plan and carry out more successfully thc; 
directives of the Governments economic policy. 

Thus, through the efforts of Reserve Bank of India and with' 
the cooperation of State Rank ofTndia, its subsidiaries and com- 
mercial banks, the banking system in India has played a dynamic 
role. It has changed with the changing times The number of 
bank offices has gone up from 4000 in 1951 to 6600 in 1966 ; depo- 
sits had increased by 31 times — Rs. 908 crores to Rs. 3378 crores; 
bank credit had increased by fourfold— Rs. 626 crores to Rs. 2434 
crores; the ratio of bank deposits to National Income increased' 
from 9% to 13% and the ratio of bank credit from 6.3% to 11% 
m 1966. The banking employment increased at the rate of 8500 
employees a year and stood at 1.55,000. The training facilitiea 
through banking institutions’ own schools and colleges were provi- 
ded to the employed staff to tone up efficiency. During the First 
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Five Year Plao the bank advances to industry and commerce 

stood at 347o to industry and 36% to commerce. Ihcic increased 

m March 19o6 by 94.3% in industry but declined to 24.47o in 
commerce. 

Though the banking in India developed by leaps and bounds, 
yd its net contribution to the priority stcuons oi India s economy— 
agiiculture and small scale industries- was very meagre and 
negligible. On this account the banking in India had to undergo 
further Structural changes under the scheme of Social Control of 
banks enforced in December 1967, leading ultimately to the recent 
nationalization of the 14 major commercial banks. 

With the nationalization of the 14 major commercial banks, 
the number of the public sector banks incluuing the State Bank of 
India and its subsidiaries has increased to 22. The banking 
system rn the mixed economy of the nation has entered into an era 
ol mixed banking where both private and public banks are m ope- 
ration irrespective of the fact that the nationalized banking now 
controls most of the banking business. Before iiaiionaliza* 
tion ol the 14 commercial banks the banking business was mainly 
cooiroiied by these major fourteen baDk:> and the public sector 
banks included only the State Bank of India and its subsidiaries 
which played no doubt an important lole ill handling (he banking 
services but did not play the leading part. Now the tables have 
turned. Banking business has become the GovernmemS most 
vested interest not only from the point of view of following a moai 
ellective monetary policy but also from the angle of rendering 
valuable banking services to the masses to achieve the objcciives 
ol the naiional planning. 

The nationalization of the major commercial banks has thus 
given a new turn to the banking industry in India— to reate a 
new history and mark the development of a new era where ihe 
banking resources are to be directed into investment channels the 
so far neglecied sector of the Indian economy i. e. agriculture, 
the small scale industiy and encourage the work of small men wiih 
meagre means of earning who combinediy make the masses of 

India. 


The Government sources have compared the step of nationa- 
lization of commercial banks with the banking system of some of 
the developed nations of the world where partially banking indust- 
ry was nationalized to render greater monetary control of the 
government and to strengthen the financial resources of public 
administrations. In the words of Prime Minister Mrs. InUira 
'Oandhi, this comparison stands as under : 
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“This aspect of banking has always been a source of con- 
cern even in countries which do not profess socialism. Indeed, 
ther? are countries with a predominantly capitalist economy 
which have either thought fit to nationalize their banks or sub- 
ject them to extremely vigorous surveillance. France found it 
necessary to nationalize four of the six large banks. The re- 
maining two together have only 1/ 20th of all the banking assests 
in the country. Similarly in Italy, four out of the five big 
banks are in the State sector. In Sweden the Government 
acquired the capital of five banks which were amalgamated in 
1950 ." 

The above statement of the Prime Minister is of great 
economic significance and on the face of it suggests that the 
course of mixed economy being followed in India cannot be 
interpreted to mean that the nationalization of the major commerial 
banks is a step towards socialism or that it cannot be read to 
conclude that India has espoused socialism. Socialism cannot be 


lodlan Mixed Banking System at a glance : 

The scheduled banks in India, today, are of four categories : State 
Bank of India with its seven subsidiaries; 1$ foreign banks; 14 nationa- 
lised banks and 36 banks which were not nationalised. 

The State Bank of India with its seven subsidiaries has 27 per cent 
of the aggregate deposits of all the commercial banks in the country. Thus 
Che deposits ammntedtoRs t.239 crores, 30 percent of the branch offices 
and 33 per cent of the credit advanced. In terms of money. Slate Bank 
and its subsidiaries advanced Rs. 1,186 crores. 

The 14 nationalised banks bad 56 per cent of the deposits with a total 
af Rs. 2,632 crores. There were 4,133 brance offices or 50 per cent of all the 
branch offices of the commercial banks. The credit advanced was 
51 per cent or Rs. 1,829 crores. 

The 36 non-nationalised Indian scheduled banks had a total deposit of 
Ks. 296 crores or 6 per cent of the total deposits- They had 1,324 branch 
offices and advanced a credit of Rs, 197 crores. 

The 15 foreign banks had Rs. 478 crores as deposits, 130 branch office* 
and bad advanced Rs. 385 crores. 

The 16 non-scheduled commercial banks had Rs. 28 crores of deposits 
and they had advanced Rs. 16 crores and bad 216 branches. 

The total deposits of the 89 banks were Rs. 4.673 crores, of which 
t he nationalised banks had Rs. 2,632 crores. The Government, had 
already in the State Bank of India and its subsidiaries Rs. 1,239 crores. 


,u fP* position now is, that the State Bank and its subsidiaries and 
f .u percent of the tot^i I deposits, 80 per cent 

ot the branch offices and 84 per centof the total credits advanced. 

.Mof® than half of the banking sector was represented by the nationa- 
med banks while one-third of the same sector was represented by the State 
Bank of India and its subsidiaries. 


_ With a total paid-up capital of just Rs. 28 crores, the nationalised bank* 
were'conirolliog more than Rs. 2.60acrorcs. 
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establised in any country merely by nationalizing the major 
part of the banking-industry; it only follows the spirit that is to be 
imbibed in the heart of every individual citizen to struggle for the 
achievement of economic equality and equalitarian social status 
which can indirectly be promoted through banking assistance 
bv the uplifiing of the d iwatroJ len. Tnerefore the success of 
the banking system shall depend now upon the manner in which 
tbe nationalised banking sector operates in the commercial econo- 
mics of the country. 

The nationalization of banks in India has been greatly app- 
reciated by many capitalist countries of the world in- eluding the 
U.K. It will be of interest to readers to have an account of the 
banking structure in some of the important developed and develo- 
ping countries of the world which follows. 


ENGLAND 


The rise of Banking in England is dated to the seizure 
by Charles I in 1640 of the bullion deposited in the Tower of 
London by the city merchants. Though it was returned to them 
afterward, thty deposited it for safety with the goldsmiths who not 
only did business in money changing, but were also allowed to 
take charge of rents and monev on deposits from the country 
gentlemen, granting interest ihereon. The goldsmiths had begun 
taking deposits in James Ts reign but the development of their 
business dates from the Civil War They gave receipts for the 
money deposited, and those rcvcipts known as gold^muh’s notes, 
the earliest form of bank notes in England, circulated even more 
freely than coins; large transactions were carried out ihroughout 
as late as 1696. During the Protectorate, the goldsmiths were of 
assistance to the state in financing the government and after the 

Restoration, they became lenders to Charles II, receiving as mucn 

as 1 2^'n or over, and paying less than half that rate to their credit- 
ors whose deposits they used. In 16/2. came the suspension of 
exchequer payments, a declaration of national bankrupicy which 

brought ruin not only to the goldsmiths to whom the government 

owed £ 1,30,000 but also to their depositors. 


The successful example of Dutch Banks, the demand for 
belter security for deposits, a correspondingly safer form of paper 

cu renc7than , he Goldsmiths’ notes, together with a lowering of 

?hc rates of imerest (charged in spite of the st. 1 ex.sline 1^ 
apainst usury) still further (he political necessities of the Goverri- 
S in the i^atter of loans all these contributed to the demand 
for 'the establishment of a properly regulated bank, a banking 

system and the end of goldsmitby. 
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Three private banks. Guilds, Martin s ' .r 

carried on business in London, were descended from firms of 

goldsmiths. Smiths’ Bank at Nottingham 

r in it wai later aradlsAmaied witti the Union of 

London Bank, under the style of the Union of London and Srnith s 
Bank Other early banks, now -dmilgamat^ wnh other firms, 
were the Bristol Old Bank, 1750 and the Hull Old Bank, 1754. 

The proposal for the foundation of the Bank of England came 
from William Paterson, Michael Godfrey and 

chants in 1691. The foundation took place m 1694. by an Act of 
Parliament, the Charter being granted on 27th July for 12 years 
to the Governor and the Compiny of the Bmk of England. The 

restoration of the coinage, the attempt to found a rival land banK 
and the Government’s pressing need for money, led to the exten- 
sion of the Bank’s privileges and capital by the Acts of 1697 ana 
1709, especially in the strengthening of its monopoly, and interest 

was reduced to 6%. No bank whose members consisted of more 
than 6 was allowed in England to borrow or to take up money on its 
bills or notes payable on demand. This was thought to be suffici- 
ent protection against competition, as at that time no bank could, 
it was supposed, do business without the power of issuing notes. 


No joint stock banks were, in fact, founded. The over-issue 
•of notes by smill country private banks and the constant failures 
led to the Act of 1826 which allowed joint stock banks i.e. of any 
number of partners and with the power of issuing notes ; but they 
were not allowed in London or within 65 mile radius. No notes 
were henceforth, until the First World War, allowed in England 
below £1 In 1833, joint stock banks without power to issue notes 
were allowed within 65m. radius. It may be noticed that the use 
of cheques had by this time begun to replace the use of notes. 
Finally, the Bank of England’s notes were made legal tender. 


In 1844, came PeePs great Bank Charter Act which confined 
the right of note issue to those banks which possessed this right 
before 1844: as each lapsed or became absorbed, the limit to the 
Bank of England was expanded to the extent of two-thirds of the 
lapsed issue. The note issuing power of English Banks is of 
little importance at present and the Bank of England’s note 
is the only circulating note in England. !n 1862 Companies with 
liability limited to the amount of their shares were allowed, and 
in 1879 unUmited companies formed before the Act of 1862 were 
allowed to adopt limited liability. Practically all the joint stock 
banks availed themselves of this facility. 


The 19tli century saw several crises in banking. The first» 
that of 1847, was the result of the speculation in railways and a 
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hazardous extemion of credit. In October 1847, all advances on 
public secuniies were stopped and the bank rate was 8% at the 
end of the month, when the coin and bullion reserves with the Bank 
of EnclanJ fell to a little over £1,500,003. The Bank Act was 
susoended on 25th and though no notes above the limit were issu- 
ed. the panic ceased, but there had been serious failures of banks 
in Liverpool. Manchester. Nottingham and the West of England. 
Overexnansion ofcreditanda great depletion of banking reserves 
led (0 the panic of 1847, which continued even after the Bank Act 

was suspended on November 12, 1847. On this occasion, notes in 
excess of the limit were issued amounting to nearly £1, COO OQO 
but the panic did not cease until the beginning of 1848. 

In 1866 the panic was marked by the historic failure of Over- 
end, Gurney & Co. ; it is stated that £4 000,000 in gold and notes 
were withdrawn from the Bank of England in one day: the rate was 
raised to 10% and the reserve fell to less than £500,000. The 
Bank Act was suspended, but no excess issue virtually took place. 
The failure of the West of England Bank in 1878 caused great dis- 
tress, but there was no general panic. In 1890, the failure of the 
great financial house of Baring resulted in a serious crisis. London 
had become the centre of money market of the w-orld, and cons- 
equently had to bear an international as well as national strain. 
This fact was marked by the New York panic of 1907 and 
1908 when gold importation to U.S.A. was conducted through 
London. 

During the First World War period as the bulk of foreign 
trade finance was carried on by means of bills of exchange, the 
Govt, decided that it would be as well to let these instruments 
function as freely as possible. A scheme was therefore drawn up 
which set forth: (1) Bank of England would provide when 
required by acceptors, the funds necassary to pay all approved 
pre-moratorium bills at maturity; (2) acceptors would be under 
obligation to collect from clients all funds due to them, such funds 
to go towards repayment of advances; (3) the Bank of England 
would not claim repayment of any amounts not received by acc- 
eptors for a period of one year after the close of the war; (4) the 
Joint Stock banks, in order to induce new business, would arrange 

with the cooperation, if necessary, of the Bank of England and the 

Govt, to advance the amounts required by clients to pay these 
acceptances at maturity. 

For some years before the First World War the amalgamation 
of banks had been growing on steadily. The advent of the war 
hastened it considerably, and in 1918. there emerged the Joint 
Stock Bank Lloyds Bank. Midland Bank, National Provincial 
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Bank and Westminster Bank. In 1918 a Treasury Committee 
decided not to allow furtLcr amalgamation without tbe approval of 
the Government, 

There was no crisis on the outbreak of Second World War. 
For experience in the First World War had taught what emergency 
measures were desirable in the way of financial and monetary policy 
Yet, there wis nothin? new in the powers of the Government taken 
under the Finance Bill of 1940 over persons and property which 
endangered money in any bank. Equally there was nothing done to 
endanger saving in any way. 

However, the Bank of England was nationalized under the 
Bank of England ^Nationalization) Act 1946 with the aim of bring* 
ing capital of the Bank of England into public ownership and (he 
Banking system under further control and to make provisions 
respecting relations between the treasury, the Bank of England and 
other banks. 


Under (he Act, the whole of the Bank Stock was transferred 

to treasury non'inees 3 months after the passing of the Act, The 
new Court of Directors consists of a Governor. Deputy Governor 
and 16 directors (8 fewer than previously), appointed by Crown, 
The Governor and Dy Governer hold office for 5 years, the 
directors for 4 years and all are eligible for re-appointmcnt. The 
Treasury mav give directions to the Bank from time to time but the 
control or management is by directors in accordance with the 
Charter. 


In 1958. all the big five Banks of the United Kingdom who each 

have between 1000 and 2000 branches, acquired an interest in a 

hire purchase company. The only major amalgamation that has 
recently taken place is (hat of National Provincial and the 
Dist Banks in 1962. Only 3 of the Scottish Banks have links with 
the big five’ and in one case this does not amount to control 
U-loyd Bank -36% interest in National Commercial Bank of 
Scotland); the Royal Bank of Scotland owns 2 of the clearing banks 
(Ciyn, Mills and William Decons) 


UNITED STATES OF AMERICA 
.1, „ system in the U.S.A., in general, was founded upon 

the English system, but it has developed distinclive features not 
found in most other countries. American banks are primarily 

ft.. ‘capital accommodation. In 

luthorifv ® P®®P'e opposed centralization of 

authonty. Thus, the separate states retained among their sovereien 

powers the right to charter and supervise banks sovereign. 


tv 
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As the country grew, however, purely local banks failed to 
meet the needs of national and international trade ; and the right 
was granted to the Federal Govt, to charter banking institutions. 
Thus arose a dual system of State and federally chartered banks. 
The majarity ol the 14,186 American banks in 1956 were Unit 
banks under completely separate ownership and management. 
However, some States allow banks to operate Branch offices, and 
there are affiliated Banks under common ownership. This gives 
rise to the system of ‘branch’ and ‘chain’ banking. 

The history of banking in U.S.A. is very interesting in its 
features. If embraces three periods, viz., free banking era, national 
banking era and free Reserve System. The rise of banking includes 
in the first instance a switch-over from the b.irler system to Land 
banks. The Land banks system is associated with the Colonial 
period. 

During the Colonial period banking was carried on by com- 
mercial tirms, and some thrift societies engaged in savings banking ; 
in Massachusetts an attempt was made to establish a land bank to 
capitalize land values as a basis of a currency. There was little 
actual money in circulation and debts were paid in furs, tobacco 
anu oincr domestic products. What money there was included 
almost >iil kinos of European coins. Land banks issued Bids of 
Credit and paper notes; but these banks could not secure public 
confidence. 

Immediately after the revolutionary war the various states 
chartered a number of banks; and private banking houses of trading 
and commercial firms began doing business. i>ome of them issued 
scrip money of purely local use and of varying values when offered 
in e.xchange for metallic coins or species. 

This was the era of State banks in U.S. begun with the first 
Banks established in 1780 as the Bank of the State of Penosyivaoia. 
These banks were of two classes i e. Stale and Public subscription 
banks. The latter were meant for note issuing and lending more 
than borrowing as there was no general surplus of wealth to enable 
people to deposit. Each bank possessed these banks. 

The first Bank of national importance was founded when the 
U.S. Congress chartered the Bank of North America on 26th May 
1781. It opened for business in Philadelphia in 1782. However, 
there was so much doubt as to the authority of Congress to grant 
bank charters that it secured a State Charter from Pennsylvania. 
This bank joined the National Banking System in 1863 and al- 
though there have been changes through mergers and consolida- 
tions, its corporate existence continues to this day. 
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The establishment of a national currency was an important 
part of Alexander Hamilton's plan lor a financial system under 
the constitution of 1789. According to the first Bank of the U.S. 
it was chartered m February 1791 for a period of 20 years lasting 
until 4Marchl8lI. This bank was of Joint Stock nature founded 
on the model of the Bank of England intended to serve the Govern- 
ment and national banks. It began its business in Philadelphia. 
Other banks deposited with it. It issued circulating notes which 
were legal tender, discounted loans and helped the government 
m financing operations. When its charter was not renewed, the 

banking house and most of its assets were sold to Stephen Girard, 
who started the Girard Bank in Philadelphia. In 1816 the Second 
Bank ol the United Slates was authorised and in 1819 the U.S. 
Supreme Court decided that federal government had constitutional 

national banks. The 1816 charter expired in 
I8jb, and. after conunuihg under a state charter for several years 
the Second Bank of the U.S. was liquidated in 1841. 


The period from 1830 to 1863 was a chaotic one for banking. 
While the Banks in some states were soundly managed and super- 
vised, those in others were purely speculative ventures for the 
issuing of currency. Paper money fluctuated mostly in value 
according to the bank of issue; and the business was severely ham- 
pered by the lack of a nationally accepted currency. To provide 
lor financing the Federal Govt, during the Civil war. and to 

State banking systems, Congress 

fn fhP ^ Federally chartered banks have existed 

Inlf thP 7; both-types offer the same services, 

^nd the regulatory measures applying to them are comparable. 

System which emerged 
by passing the National Bank -Act (1863-64) and was the oroduct 

amended m 1864 to have uniform currency throughout American 
York Rink! System in New 

National B^nk 

ers weTe*isfue°d 'ilT ° f ''' ^^'^'ence, chart- 

Notes of Snal R,?!- ^“bsequent periods. 

ArfwKtcL banks were covered under this 

Mter p° r vXe" ThT A ’I. maintained 

federal control and made for centralisation of 
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banking. This system had reflected some defects which were demo- 
nstrated in the economic crisis of 1 907. It lacked a strong central 
organisation: It was unable to deal with the money system of U.S. 
effectively; Various Commi'^sions were appointed to avert such 
economic crisis as National Monetary Commission of 1908. These 
recommendations were in substance embodied in the Federal Re- 
serve Act of 1913 It was the National Banking System that has 
made Federal Reserve System possible. 

As the Congress expanded across the continent, problems 
arose in connection with supplying various sections of the country 
with money to meet seasonal needs. A satisfactory solution was not 
found until the Congress created the Federal Reserve System io 
1915. Under the Federal Reserve System the process of Centra- 
lization in banking has been more effectively carried out than it 
could have been under the National Banking System. Since its 
establishment the services provided by the Federal Reserve Banks 
for the privately owned and operated banks of the country have 
proved of tremendous value. For example, it is estimated that 93% 
of all payments are made by Bank cheques; and without the natio- 
nal svsfem for clearing cheques between Banks in widely separated 
cities, this transfer of fonds would be seriously hampered. The 
Federal Reserve Banks also hold the required reserves of member 
banks, averaging about 16.5 per cent on net demand deposits. 


Because of the universal use of ‘cheque’ books’ money and the 
system of fractional reserves, the American banks are able to y pand 
their net deposits about 5 times through credit transactions. Tne be 
deral Reserve System controls inflationary expansion of the money 
supply through credit extension by increasing and 
reserves requirements, by modifying rediscount rates o . , 

banks: and by lirailing the amount of reserves 

through the open market buying and selling government secuntie . 

Another instrumentality of the Federal 

rant in banking is the Federal Deposit upto 

Insurance fund which protects deposits in member banksj^pt^ 

{ 10,000 for each individual depositor. Created by ® | j 

1933. it became operative in 1934. All m 

,0 be members, and State banks may voluntarily qualify for mem 

bership 

Stale Chartered banks which are not members of the Federal 
ship for mutual advantages. 
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Banks of deposits carry an overall 6 naocial service for their 
custom =*rs. These commercial banks accept both savings and 
demand deposits and make loans to individuals and 
to business enterprises. They may provide trust services; have 
snfe denosit departments and carry on other activities which cause 
them to be known as ‘Department stores’ of finance. Mutual 
savinss banks— in 17 states— specialise in savings deposits and 
restrict their credit extensions largely to real estate mortgages. 

In addition to the privately owned and operated banks, there 
are federal savings and loan associations under the supervision of 
the Federal Home Loan Bank System, and building and loan 
as«:ociations under State supervision which are share account 
fnstit>itions specializing in real estate mortgages; Federal Land 
Bank System ; Stock Exchange and investment banking houses. 

Federal Reserve Bank Act ever since it has been Mn operation 
has influenced banking and monetary conditions in America to a 
greater extent than any previous measure. Though by this Bank- 
ing Act of 1933 hereafter referred to, several important amend- 
ments were made to the Reserve Act designed to enlarge its scopeia 
some respects and to restrict its operations in others. 

The Federal Reserve Banks coordinated as they are with each 
other and under the control of one Central Board, fulfil the func* 
lions of Central Bank. They manage the national currency and 
exercise a powerful influence in the domain of credit. 


While they are the bankers of other banks especially of the 
member banks, and also of the Government, yet they are owned by 
neither. At the same time, they have connection with the Stale, un- 
like any other banking organisation. The U.S. Govt, share in the- 
appointment of their Directors as also in their profits. Their note 
issue was made legal tender, equally with the treasury notes, and the 
treasury at first instance under-took to pay their notes in gold on de- 
mand. Further, unlike other American banks, the Federal R eserve 
Banks are virtually exempt from Federal, State and local t*ation. 


The Federal Reserve system has made for unification of 
interest in banking in a way that National Bank Svstem failed to 
do. Through their membership the National Banks have direct 
connection with the Federal Reserve Bank of the Distt. in which 

u Banks likewise can become shareholder of 

•the Banks if they are not members and their interest is thereby se- 
cured. The advantage of such cooperation is further seen in the cus- 
itody and use of reserves. Formerly, each Unit bank kept its own 
cash reserves, whether large or small, but under the new system 
mey are required to maintain their reserves with a Federal Reserve 

Wiaki • ‘I- mobilised and will easily be 

available in times of emergency. 



■92 


Facilities are provided by the Act for discounting and redis- 
counting commercial bills arising out of transactions in com* 
merce and ariculture. 


The new system has effected a greater uniformity in the 
matter of rates of discounts, than was ever possible under National 
Banking System. The Bank publishes official rate of discounts 
which is nt't compulsorily adopted bv all the Banks in the 
State. In this way it is unlike the London Bank rate among 
Englii'h banks. 


Unlike the English System, according to which the ratio of 
gold against the note issue is discretionary, the Federal 
requires the amount of gold held in reserve be not less than 40 A 
of the issue. The regulation as regards the graduated tax charge- 
able on the deficit, should such arise, is somewhat, on the same 

lines as is operative in German system. 

The System saved Americans from economic consequences of 
"World War I of 1914-18 and have been taken as justified the con- 
fidence which the American people have in soundness. 


Under the System the currency is established on a sure 
•foundation, as the bank note which passes from hand to hand is 
made the tender and the Govt, make itself responsible for payment. 

The Federal Reserve Banks as the custodians of the nation s 
-credit have a great trust committed to them which they cannot 
fee accus'd of mis-managing. The Act has ““de prov.s.on for 
checking inflation and abuse of credit by reqmring 
reserves to be maintained and it can be said no inflationary p 
has occurred since the establishment of this System. 


s S * 

The Soviet economy is a “wL commuS 

post-revolutionery years, the economy resulted in 

the attempt to operate a virtually m jjje money opera- 

failure. Therefore, banking countries. The 

tions is as ‘“e'^eared io ^ economic needs of the 

Banking system oi , by the government, 

country following a credit planning done oy me g 

* is slate-owneo 

The whole banking know^’as ‘control by the 

falling under the Ministry U s S R- (the Gosbank) and 

ruble- excercised by the Sta^^ activity of 

by the special banks in their every o y 

economic enterprises. mechanism essen- 

Banks, in sociahsm, are considered sta strengthening 

tial for the control of production and trade, lor 
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of money circulation and the development of new socialist econo- 
my. In Russian credit system banks play important part. In the 
tzarist Russia large monopoly banks with Russian and foreign 
capital existed which controlled the country’s economy. The state 
Bank was the first bank to be nationalized. After that all private 
commercial banks were nationalized. Banking was declared as- 
state monopoly. The peoples Bank of the R.S.F.S.R. was organis- 
ed. The Moscow Peoples Cooperative Bank was preserved and 
assigned the task of helping cooperative organizations. Later, this 
bank was amalgamated with the Peoples Bank of the R.S F.S.R. 
and became an independent cooperative branch of the latter. Iiv 
1918 alone this branch granted new loans. To help nationalized 
enterprises the Peoples Bank organised a loan and discount com- 
mittee, in which representatives of economic and worker’s organi- 
ptions participated. The committee controlled the issue of loans 
and resources for production needs and also the withdrawal of 
money from current accounts. 

At the end of 1921, the State Bank of R.S.F.S.R. was orga- 
nised with the purpose of furthering the development of industry, 
agriculture and trade and to control money transactions and carry 
through other measures to secure sound money circulation. 

To cope with the growing requirement for credit, the need 
was felt to establish more credit institutions as the State Bank 
was unable to perform this task. The specialized banks were 
established to meet this requirement during 1922-24. In 1922 
the first to be organised were the consumers cooperative bank, 
abbreviated as Pokabank (in 1923 it was reorganised into the 
All Russia Cooperative Bank or Vsekobank); the commercial & 
industrial Bank or Prombank, the Ukranian Cooperative Bank, and 
the Russian Commercial Bank, or Roskombank, charged with 
developing foreign trade (reorganised in 1924 into U.S S.R Bank for 
foreign trade or Vneshtorgbank). Private mutual societies were also^ 
allowed^ to function. To develop agricultural and handicrafts- 
permission was given in 1922 to organise credit and savings socie- 
ties in the country side. 


Mutual credit societies were also created which united small 
commodity producers in need of mutual credit. Their Capital 
consisted of membership fees and money deposits by the members 
of the cooperative, interest on granted loans, credits from banks 
and subsidies (from financial aid) from the State. These credit 
societies were organised in both towns as well as in country side 

societies and agricultural credit Societies to 
assist the craftsman and artisan in towns and the peasant poorest 
in ihe rural areas respectively. The rich peasants were also in- 



■94 


duced to participate in agricultural credit societies. The weak and 
poor households which joined credit cooperatives were granted a 
number of privileges— exemption from membeiship fees, reduced 
rates of interest, repayment in small irisialmc nts. The Moscow 
Central Agricultural Bank was organised in 1924 to give state 
credit to peasants. An agricultural bank was also organised in 
"Ukraine. Local communal banks headed by the central communal 
bank were also founded. 

By 1926, the credit system of the country had taken final 
shape. Banks issued long term and short-term loans. Paper credit 
(Circulation of Bills of Exchange) was legalized at that time. Banks 
issued credit against goods or bills of exchange. The discount of 
bills of exchange and operations with special current accounts, 
against the security of bills of exchange, kept the banks busy. 
Bank Resources consisted of (a) idle money paid into deposit and 
current accounts (b) funds obtained through the sale of shares. 
The bulk of the funds was used to credit slate and cooperative 
enterprises and orgamzaiiors This gave them an advantage in their 
struggle against private capital. 

During the period 1925-29, the banking system was further 
organised and vitalized to meet the need of rapid industrialization. 
These resources were required to industrialize the countiy and 
collectivize the agriculiuie. To procure their resources and put 
them to the best possible u^e, the banks had to intensify their 
efforts in marshalling money resources and money accumulations 
of enterprises, organisations, institutions, public bodies and the 
pupulalion; to channel them primarily into industrialization, to 
ensure that credits are disliibuted according to plan, primarily for 
developing heavy industry and collectovizing farms to exercise 
financial control over production and trade; to accelerate the cir* 
culaiion of assets; to ensure that the strictest economy is observed 
and that unproductive expenditures are reduced. In these condi- 
tions the structure of bank was organised to segregate long-terin 
from short-term credits ana delimit the functions of individual 
banks more precisely so as to permit more efficient planning of 
credits. 

Under the credit reform, itate Bank became the supreme 
banking insiituiion to credit all banks to control the use of credit 
in channelizing the financial resources in separate branches of eco- 

jiomy in accordance with the credit policy ot the state; to keep the 
idle funds of all other banks and also the funds of the unified 
U.S.S.R. state budget, of saving banks, state insurance bodies and 
social insurance funds. In this way, subordination of all the credit 
institutions to Stale Bank was an important organizational measure 
which integrated the credit system. 
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The function5 of the various banks were demarcated. The 
State Batik was charged with short term credit institutions and 
crediting the credit institutions and vital fields of the economy 
procurement, transport, state owned trading enterprises and large 
industrial enterprises. Special lists were drawn up to show which 
cooperative organisations were to be credited by the State Bank, 
the Cooperative Bank (Vsekobank), the Ukranian bank and the 
Central Agricultural bank, Local state industry and trade enter- 
prises were divided between the state Bank and Local communal 
banks. In addition short-term crediting, the specialized banl^ 
<Prombank, Vsekobank and communal bank) were made responsi- 
ble for the long term crediting of the corresponding industries. To 
ensure stricter conformance to plan in the disposal of bank credits 
(considering that the paper credit system was preserved) it was neces* 
sary to maintain and develop the principle of issuing credits accord- 
ing to the production and financial plans of the enterprises and 
economic organisations. Special purpose loans were instituted 
for production needs, procurements of farm products, raw mate- 
rials, and credit on goods in circulation. 

The period of 1928-32 refers to the period underlying the 
first five year Plan in which the task of laying the foundaiion of 
socialism in Russia was completed. The parasitical classes had 
been abolished and the bases and sources for the exploitation 
ot man by man had been rooted out. The credit system 
had to be adjusted further to suit to the new economic condi- 
tions. This brought the credit reform of 1930-32 m Russian 
banking sy^tem. 

The new economic conditions were reflected in rapid deve- 
lopment of socialist industry, large scale collective farming, 
biaic and cooperative trade, the higher level of planning and 
strengthening of the leading role of the U.S.S.R. Slate Bank, 
which made it necessary to reform the credit system. 

Before the credit reform, payments between enterprises and 
economic organizations were cfected in the main by means of 
bill of exchange, by-passing the banks. Commercial credit bet- 
ween enterprises was practised extensively. The banking system 
•consisted of great number of links. All this made it difficult to 
use money according to plans, it interfered with the planning 
•of credits, led to violations of cost-accounting principles resul- 
ted m complications of channels of credit movement and cash 
flow and obstructed development of socialist economy. 

The credit reform meant to do away with the above comp- 
iiwtions. Commercial credit was replaced by direct bank 
credit, organised on the principles that credits were repayable. 
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were granted only for specified periods and specific purposes 
and only against values, as security. New and more rational 
forms of settlement (payments made through banks by written au- 
thorization) were introduced, all short-term crediting and clearing 
of accounts was assigned to the State Bank, while long-term 
credits and the financing of capital investments were adminis- 
tered by specialized banks, serving the individual branch of the 
economy. 

According to the new svstem economic organizations were 
provided with working funds large enoush to enable themtoao- 
quire the minimum stock of new materials and goods. Short list 
credit was made available for strictly defined purposes ; to finan- 
ce goods in transit, seasonal production processes, accumulate 
seasonal stocks of raw material, fuel finished goods and products 
and for other temporary needs. The economic organizations 
with their own working funds so granted, promoted personal re- 
sponsibility in the use of these funds, drew a line between expen- 
ditures to be defrayed bv their own funds of the enterprise and by 
credit funds, and created an incentive for the economic organiza- 
tions and enterprises to preserve and increase their own funds 
i.e. to fulfil accumulation plans. 

State Bank became disposer of short-term loans and the clear- 
ing centre In the country. With the mercer in 1931 of all dist- 
rict agricultural credit socities into State Bank its branch expan* 
Sion was achieved. 

In 1932, four special long-term investment bankc were orga- 
nised again in 1932 the Prombank (Industry), Torgbank (trade)and 
Selkhozbank (agriculture). 

In 1957 Torgbank was closed and its functions were turned 
to the Salkhybank and Tsekombank. The existence of several 
long term parallel banks led to further reforms. The Selkhozbank 
and Communal banks were closed in 1959 and their functions 
were assumed bv State Bank. The Prombank was renamed as 
Stroibank (Construction bank). 

In this way the Soviet credit system was developed conti- 
nuously by the main objective to serve the purpose of a socialist 
society, to operate according to plan and to promote the socia- 
list economy. All credit institutions belong to State and are 
managed by the higher organs of state power and state administ- 
ration. The principil form of credit is bank credit ; Savings 

are mobilized through banks and redistributed according to plan ; 

bank notes can be substituted for gold coins ; and credit transac- 
tions (the issue of credit by banks to various enterprises) permit 
to effect payments without cash. 
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At present credit system is operated by U.S^S R. State 
Bank, Vneshtorgbank. Stroibank. and State savings bank^ and 
State pawnshopl U.S.S.R. State Bank .s 

issue of currency, providing credit to all fields country 

nomy and is the centre for clear.nc accounts and <he co“n 
exchequer. Vneshtorgbank provides for fore n 

trade and handles international accounts. The Stoibank fipanMS 
capital investments of state enterprize and 
in all fields of the economy. It also gives credits to building 

contractors. 


WEST GERMANY 

Banking in Germany has its rise in the founding of 
bug Giro Bank, 1619 continued for 250 years- It was in the 
nature of State Bank. Citizens and firms made their payments 
by drafts which were secured by deposits in silver bullion ; meta* 
llic money existed in the form of small coins, chiefly silver, served 
for small dealings. 

The first Bank of Issue was Bank of Prussia of 1765 on the 
pattern of Bink of England. It worked as a State Institution 
and ceased operation in 1846. After which the Bank was 
constituted by an .Act of 1849 to promote monev circulation 
of the Community and utilise capital so as to encourage trade 
and industry. To this end the bank was empowered to dis- 
count bills and supply credit and loans upon adequate secu- 
rity, to issue notes and drafts, to receive and collect cheques 
and to transact generally the business of banking as then un- 
derstood. The note issue was under Stale supervision. The 
notes were legal tender and circulated in neighbouring count- 
ries also. 

This Bank continued working untill 1875 when it was re- 
constituted as Reichs Bank or Imperial Bank of Germany and 
its rights and obligations were increased by Reichs Bank Act, 
1875. 

After this in 1914 due to the changes an Act was passed 
to govern the bank. 

The operations of the Bank are not governed by Act of 
1924 as amended in 1926 and later Acts which laid down the 
lines of reconstruction after post-war inflation and gave 
it the privilege of note issue in Germany for a period of 50 
years. 

Government and Administration : It is governed now by its Board 
of Directors which consists of a President as Chairman and thci 
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required number of members. The President is chosen by Reich 
Chiincellor. There is also a Directors’ Advisory Committee whose 
members are chosen by Reich Chancellor on the recommendations 
01 me President. The President and members are chosen for 4 and 
1 ' years respectively with one condition to retire at the age of 
t)5 The Directors exercise main governing powers subject to 
Reich Chancellor, and direct in particular the Standard Discount 
and Credit Policy of the bank. 

Functions : Bank is banker to German Government and is 
entrusted with its general banking business. It undertakes all 
receipts and payments and internal remittances on behalf of the 
Slate and by means of the banks transfer system, the collection of 
revenue throughout the Reich is generally facilitated. Treasury 
balances form the bank's total deposits. The temporary needs of 
the Govt, are met by Treasury bills which are rediscountable 
also. 


Note Circulation : The exclusive right of note issue now 
belongs to the Reichs Bank. The issue, withdrawal, and cancella- 
tion of Reichs bank notes are controlled by the Presidcni of ihe 
Auditing Depit. of Govt, as Commissioner. The Commissioner 
is empowered to satisfy himself at all times of correctness of the 
reserves held against ihe note issue. The daily return of notes 
in circulation and the cover provided to them should be brought 
to him for checking purposes. Bank notes of Reichs bank arc of 
different denominations, have a large circulation and are legal 
tender for an unlimited amount. The bank was required to have 
40% of reserves ol gold and foreign currency of this 30% to be in 
gold, and the Reserve in foreign currency may include both notes 
and foreign bills. The remaining 60% had to be covered by 
discounied Dills. Variation in this respect may be allowed by the 
unanimous decision of Directors and Central Committee. The 
rate of discount had to be at least 5 p.c. When the cover of 40% 
reserve is down, »t may be varied accordingly. 

Except the reserve it is also provided for the bank to main- 
tain a special Reserve amounting to 40% of Its deposit liabilities. 
This reserve may be in cheques on other banks, commercial bills, 
cash, having not more than 30 days to run. 

Relations with other banks ; The Advisory Committee repre- 
senting shareholders is composed in a part of representatives of 
the leading banks in Germany and forms thereby a connecting 
link between them and the banks. It maintains uniform rate of all 
Its offices. A large portion of Reichs bank bills come for rediscount 
From other banks. It does not allow rate of interest on deposits 
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and permits other banks to utilise the Clearing Houses facilities 
affoidcd by it. 

It conducts ordinary banking business similar to other 
Central Banks of other countries. It discounts bills, makes 
advances against securities. It receives money on deposits and 
accepts security for safe custody. Through its wide ramification and 
branch system of 440 offices Discounting of bills is a special 
feature. 


Other Banks 

In addition to the Reichs bank which occupies the central 
position in the German Banking system, the other banks in the 
Reich may be divided into the following classes namely ; 

1. Banks of Federal States. 

2. Joint Stock Banks 

3. Private Banks 

4. Cooperative Banks. 

5. Savings Banks. 


Banks of the Federal States : At the lime when the Act 
of 1875 was passed, 32 banks established by State Charter were 
working as Banks of Issue. All these banks came under the re* 
^juiremeni of 1875 Acts. If any banks do not accept the provi- 
sions of ihc Act. its activity is to be limited to the State of 
Its origin. 28 Banks out of these have lost their rights of note 
issue and they continued as banks of deposits and discount. The 
law of 1899 imposed extra restrictions on the local Banks 
of Issue, bringing them to the Reichs bank's official rate when 
at 4^ or higher, and allowing them only 1/4 ofl. p.c. lati- 
• ude at all other times. In 1935 at the end the other four banks 

also renounced their note issue working. Reichs bank is exclu- 
sively rightful now. 


Jomf Stock Banks: It was after the middle of I9th century 

that Joint Stock banking began to be developed in Germany 
■with the growing need of banking due to indusirializaiion. The 
ist Joint Stock Bank was founded in 1848 and it succeeded the 

of Schraffhause. Joint Stock Banks con- 
throughout the country both in Berlin and 
provincial towns. Among these banks some are recognised prin- 

Deutsche Bank, Dresdner Bank etc. Arnong 
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Allchese banks do a considerable business as banks of de- 
posits and discount and also transact all sides of ordinary bank- 
ing operations. Current A/cs are opened, moneys are remitted 
securities and valuables are received for safe custody and 
foreign exchange transactions are engaged in. These banks 
act as brokers for their customers, attend to buying and sell* 
ing stock on others behalf. For this they are recouped by 
earning full commission which constitutes an important source 
of income. 

The importaht feature of the banks is that they accept de- 
posits repayable within seven days, or a sp^cfic term of 3 mon- 
ths or lonser. The larger proportion being time or fixed depo- 
sits, the banks invest in industrial concerns to a greater extent 
than they could otherwise do. In this wav they become in many 
instances direct participants in industry which has always been a 
feature of German banking. It participates having elected Di- 
rector, Board of Industries in Management. It watches the 
inside conditi on of industrial concern whether fit for showing 
the interest of the bank. 

During recent years due to political or economic crises, 
losses were sustained in them, due to not lending to industry or 
participating to that extent as formerly. Their lending is now 
much more thin before directed into State-controlled channels 
and to the financing of government projects. 

An important feature of «he Reichs bank is the clearing sys- 
tem (Giro Verkchr); a debt to a customer of the bank can be paid 
by paying the money at any of the numerous branches; it will be 
without charge transferred to the credit of his account. It amounts 
to a money order business without expense, and serves as a sub- 
stitute for cheques, which are not used to the same extent as io 
England. 

The private and Joint stock banks in Germany are chiefly 

engaged in financing the country's trade and industries and impor- 
tant banks, such as the Deutsche Bank took a prominent place 
before the Second World War in foreign and international finances. 
The German banks are led by the ‘ Four D Banks" — from the 
initial letter of (heir names-viz . The Deutsche, the Disconligesell- 
schiaft, the Dresdner and the Darmstradter. 

The three years' economic chaos in Germany after the end 
of the Second World War came to an end after 1948, not the least 

as a result of Erhard’s monetary reform which enabled the Bundes 

bank to regain control of the financial mechanism and to adopt 
the volume of credit to the needs of the economy. A strong 
monetary policy has been pursued by the Central Bank in recent 
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years in accordance with the changing cyclical requircmenls. 

Since the end of the Second World War, the Banks in the 
Soviet Zone of Germany (G.D.R.) have been nationalized. 


FRANCE 


In 1716 the celebrated John Law established the first bank 
of issue. B.inque Gencrale. styled in 1718 the Banque Royale, 
the King guaranteeing the notes. It ceased to exist in 
1721. Banks with limited issues carried on business, and 
there were attempts to reconstruct Law’s Bank. It was not 
till 1800 that Napoleon founded the Binque de France| 
at first its note issue was shared w.th departmental banks, which! 
however, were araalgamited with it in 184’!. and it became the sole 
issuing bank in the country. It has now over 400 branches and 
does enormous business in discounting bills and making 
advances:' Its deposit business is not so large. The specie reserves 

reaching before the Second World War 
£ 40.000,000 in gold and £ 40.000 000 in silver, against a note cir- 
culation of nearly £200,000,000. In 1930, the gold reserves of the 
Banque de France were phenomenal, being the second highest in 
the world the U.S.A. occupying the first place The note issue 
IS limited by law, but as long as the limit is not exceeded, it has 
not to hold any specific quantity of bullion against it. The bank 

8°'^ reserves, pay notes in silver; the bank is 
therefore very steady. The Governor and two Deputy Governors 
are appointed by the State. ^ ^ ernors 


1848 °rr^H , f ^ include the Comloird' Escompte 

sS.K, SocieteGenerale du CommTe' 

areaii*' 1*52, chiefly deals in mortgages. There 

are a large number of Joint Stock banks. On December 2 194S 

trt "i 'll' Banque de Fra^e and the 4 
principa deposit banks; Credit Lyonnais. Societe 

mLe et'Ttl.^,’=“”'’r^'= Na.ronri'p:ufle''co.S: 

and commercial bo„owe„ who respect the airof1,e‘°plan.‘*“’‘™' 


CANADA 


The Canadian Banking sysfera has developed on traditional 

lines. 


The distinctive feature of banking in Canada is the small 
number of hanks f8) and laree number of their branches 15993 in 
The Canadian banking system has been built up along lines re- 
markably similar to its English counterpart but Canadian banking 
has never had direct connections with other commercial activities 
and at no time have any banks been predominantly engaged in fin- 
ancing any one field of activity. All the Canadian banks are almost 
entirely owned by residents. All the Canadian banks do a considera 
blc foreign business. They have branches in the larger financial mar- 
kets In recent years the development of security market lo Canada 
haslimited the importance of these branches as they have originally 
established in order to handle the technical arrangments arising 
out of the foreign capital investment in Canada, and to arrange 
fnr the investments of the overseas reserves of monetary system. 
The provincial savinss banks with a number of branches do a small 

amount of personal business. 


There are some small independent Cooperative Savings banks 

andCreditbodieswhich with a few exceptions arc all rural orga- 
nisations. The Canadian banks have never been allowed to engage 
actively in mortgage operations. Since Canada was predominantly 
an agricultural country there was a pressing need for rural develop 
menf of capital. This has been met by a group of trust and loan 
comoanies^which have been financed from a variety of sources. 
They have issued securities both within Canada and 

flcceoted long-term deposits from the numerous Canadian estates. 

Insurances companies have also been conducting bankin^g business 
[rSda and abroad. There are. besides, the above, the security 
dealers responsible for the development of domestic security mar- 
ket FoSng in industrial securities too. there is a well-orgams- 

cd security market. 

Canadian banks have been notably sound in modern times, 
the last failure having been in 1923 and none occurmg during the 
depression. The banks are privately owned (75 shares being m 
hands) but operate on charters granted by P^hament 

and subject to revision every 10 years. An Inspector 
of Finance inspects the books at least once a year. The banks 
issued their own notes until 1935. when the Bank of Canada took 
over this function. The latter •stablishcd as a bank of issue m 
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1934, was privately owned at first and nationalised in 1938. The 
Bank of Cinada m-jst rr iinuin a gold reserve equal to 25% of 
its note and deposit liability. The chartered banks are required 
to maintain a reserve by way of depo%ii with the Bank of Canada. 
Canadian currency was changed from stC'ling to a dollar basis in 
1835 and has coins of 5. 10. 25 and 50 cents, also the now rare 
silver dollar. Bills are 1, 2, 5. 10, 20. 50 and 100 dollars, upto a 
size of Sd.O'iO. The chartered banks extend much short term cre- 
dit to Canadain business and house-holders; their role is that of pro- 
viding working capital rather than fixed capital. They have also 
a considerable business abroad with 12J branches. Large and 
small personal loan Companies are a mushroom and less plea- 
sant growth of recent years. The eight chartered Banks in order 
of merits and size are : Royal Bank. Canadian Imperial Bank, Bank 
of Montreal (First to be established in 1817). Bank of Nova 
Scotia, Torento Dominion Bank, Banque Canadienne Nationale, 
Provincial Bank of Canada, Mercantile Bank of Canada. 

The Bank of Canada was established with the same objective 
of doing the buisness of a Central Bank on the pattern of the 
Bank of England nnd carried on with subsequent amendments 
to suit the existing conditions. Banking in Canada witnesses a 
closely intergrated financial system marked by administiative 
intergration of the branch organisation of the chartered banks 
as^ the Bank of Canada, the Central coordioating agency main- 
taining the moderi] monetary system. 


JAPAN 

The banking business originated in Japan from the exchanee 
and credit operation; performsd by merchants as it happened in 
their countries. The traditional Japanese Practices were trans- 

'“stjtut'onal system with the passage of 
he National Bank law id 1872. Most of the Japan's lead- 

mg banking institutions were founded during the next thirty 

fh^'^v i^h in 1872, the Missrai Bank in 1876^ 

Sink in 1880. the Bank of Japan in 1882 
the Mitsubishi and Sumitomo Bank in 1895, the Hypothec Bank 
of Japan m 1899 and the Industrial Bank of Jap^in 1902 
The beginnings of Expanston abroad were worked by the estahl 

r n 1 of Chosen 

through the two successive wars in the nha. 
S9S of exoansioo. concentration and contraction the hanV* 

system of Japan emerged into well-organled 


104 


of Japan is the central organ which operates as a bank of 
issue, bankers bank and banker for the government, responsi- 
ble for general monetary and credit policies. Bank of Japan 
supervises the whole banking system and other financial institu- 
tions. 


In Japan’s banking system, general banking services are 
provided by 78 ordinary banks which has since increased to 82 
in 1953 with a wide spread branch system for which the law 
makes no provision as to functions of the banks or the distri- 
bution of their activities. However, three of them (the Indust- 
rial Bank of Jap.tn, the Hypothic Bink of Japin, and the 
Hokkaido colonial Bink) are institutions that have historically 
their own specialized fields of activities. Bank of Tokyo, plays 
a leading role in foreign exrhange transactions which had ibeen 
the specialized functions of its predecessor, the Yokohama Specie 
Bank. 

The Bank of Tokyo is also one of the eight ordinary Banks 
that engage in both commercial and industrial financing on a 
nation-wide scale. The other banks in this class are the insti- 
tutions that were formerly tied to the biggest Zainatsn group 
(the Teikoku, chiyoda, Orsaka Fuji Banks) (By the beginning of 
1954 three ot ihe>e banks had reverted to the use of their Pre- 
war names. The Teikoku had again become the Mitsm Bank, 
the Chiyoda, the Mitsubishi Bank ; and the Orsaka, the Sumi- 
tomo Bank), Dai-ichi, Sanwa, and Kyowa banks. Of the re- 
miming hanks are privincial institutions, providing general bank- 
ing services on a regional bases. Six banks are institutions that 
have traditionally operated as trust companies. In addition to 
these there are branches in Japan of tirdire foreign Commer- 
cial banks. 

Among other financial institutions are organs that arc 
wholly or to a Urge extent Govt-owned and that have specin 
functions assigned by law. These include the postal 
system, central institutions ( the central cooperative 
Agriculture and Forestry; central Bank for commercial and inousi- 
rial cooperatives), Specialized Institutions (such as Japan 
lopment Bink and export Import Bank of Japan ; the governm 
agencies (such as trust Fund Bureau of Ministry of Finance; 
Finally, operative on traditional lines are the private credit n*''* , 

into urban rural nei-works by their links with above two ce" 
institutions, and mutual loan and banking banks. In a 
lion, there are institutions and organs of non-banking type 
arc characteristics of modren capital market viz insurance co 
panics, security dealers, stock exchanges. 
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SCOTLAND 

The Bank of Scotland was founded in 1695 by Act of Parlia- 
ment. It issued notes of £. 10) to £. andin 1704 £. I notes. 
In 1727 a rival bank, the R )val B ink of Scotland, was granted a 
charter, and in 1746 the British Linen Bank. 

The private local banks ceased to exist by 1844 and Scotland 
shows an example of a small number of large banks with a highly 

developed system of branches, the number of offices to population 

being very high. The use of notes, in business transactions, is 
very great. The Act of 1844 fixed a limit to the issue of notes, 
beyond which the banks must specie; the banks of issue, now 6 in 
number, carry on the whole business of the country. Scottish 
^nkiog history is marked by the disastrous failures of the W. 
Banks of Scotland, 1857, which failed for nearly £. 3,000.000, and 
the City of Glasgow Bank, 1878, which resulted in total loss of 
over £. 6,000,000. Both of these were unlimited liability com- 
panies. The Scottish banks, in addition to these named are the 
Commercial. National. Union, North of Scotland and Cydesdale 


IRELAND 

The Irish banks have been conducted generally on the same 
principles as those m Scotland. Most of those which were estab- 
hshed in 1844 are still in existence. This indicates the stability 

Jimpc K Ik® ‘be assistance given in much recent 

times by the existing banks to the general prosperity of the Ireland 
has been equally marked. r k / ^ 

CoDsid^rahi^^'^- established in Dublin in 1873. 

wUh moJfthan fi '•* >*20, no bank 

;:£r ? LTSi^rbu^rar ‘‘.8‘4\i^ 

f^/ee t sS'nr 

the power of ci!cula?Ji”„“‘’"T!h'’'*”‘‘* in Ireland. 6 of which have 
£. 250.000 000 (1946 Th. T?"? ^Pn^its total over 

tral Bank, which was established as from 1 Feb 1943 in 
HmcS ^as^et”„p^S‘nd« }hf ^urreicy CoZS 

respomible inter alia for the reguS? of th’eS, rue"! 




AUSTRALIA AND NEW ZEALAND 

In 1817 the Bank of New South Wales became the first 
Australian Bank. Unlike Canadian banks those in Australia made 
loans for the purchase of land, thus facilitating the spread of land 
ownership and speeding the growth of banking. In 1851, dis- 
covery of gold precipitated a great boom in banking. It was not 
until 1910 that treasury notes replaced those issued by the banks 
themselves. The Commonwealth Bank of Australia held the 
account of Federal government and the Acts of 1920 and 1924 
transferred the note issue to it so that it effectively became the 
Central Bank. 

The Bank Act of 1945 increased the powers of the Common- 
wealth Bank of Australia, empowering them for instance to require 
the commercial banks to keep deposits with it. Ultimate control 
of the Central Bank rests with Government whose Federal treasurer 
has power to issue directions to the Bank in the event of disagree- 
ment between it and the government. 

In New Zealand a similar situation prevails and under an act 
of 1939, the Government has even more complete control of the 
Reserve Bank. The Minister of finance has powers to vary or 
suspend the minimum reserve of 25 per cent. 


CEYLON 

The system of banking in Ceylon is not very well developed. 
Amongst the banking institutions operating in the Island are 

mostly the branches ofthe foreign banks having their head offices 

abroad. The Bank of Ceylon is the major indigenous bank in the 
country which was established in 1939 as a state-aided bank a 
portion of its shares being held by the Government. The beginning 
of the operations of the foreign banks in the country is linked with 
the advent ofthe British capital which was started to be invested 
in the Ceylonese plantation industry viz., coffee, tea and rubber 
estates. The foreign banks cater to the foreign trade requirements 
of the products of the plantation industries. Besides, all ^ese 
banks engage in ordinary commercial banking business. They 

accept deposits, discount bills, deal in foreign exchange and make 

loans against acceptable security restricting themselves mainly to 

short term assets and self-liquidating loans, pe establishment of 

the Bank of Ceylon was aimed at expansion of branch work in tne 
whole country to grant credit facilities to meet the domestic and 
local requirements but it could not make much headway to open 
the banking facilities for the general public. These banks discn- 


minate to make available credit facilities between on the one hand 
the Indian and PaKistani merchants and on the other hand the 
Ceylonese businessmen, creating dissatisfaction amongst the Cey- 
lonese people. This position was improved to some extent with 
the establishment of the indigenous banks which compelled these 
banks to be sympathetic and considerate towards Ceylonese. 


Being a backward economy, the Ceylonese economic develop- 
ment has been hampered due to the lack of an integrated banking 
system to solve the country’s credit problems. It is embarrassing 
to find out that the reluctance on the part of banks to give 
advances against real estates is the great stumbling block in the 
process of Ceylon’s economic development. The banks are pre- 
pared lo lend against marketable securities, viz.. Government 
bonds, share of Joint Stock Companies, stocks of goods awaiting 
sale, life insurance policies, movable properties and Trust and 
warehousing receipts, but these types of securities are scarce in the 

common. The banking therefore is unknown in several areas of 
the country. 


To avoid the above difficulties the new Central Bank of Cev- 

lon commenced operations on 28th August 1950. The Bank wm 

llTr note-issue and the control of banking 

and credit with the intention of altering the entire system of crea^ 

orm°odTr^’cemraf“h^^^^^^ ""“I* a" *he weapons 

nftIi?v ?hrnnoh I regulatcthc national monetary 


REPUBLIC OF MALI (FORMERLY FRENCH SUDAN) 
lies ?n " '>°w the new repnb- 


to. r'"-,;: n” 

predominate7h?bank°n7syst?ra^ institution! 

s. “Sfe Hrr r " 

nance organs ; Conseil National special credit and fi- 

trolc des Banques and L’ office dl rh de con- 

lattng in the country were issued by the French CqSfceS 
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del abnque de r Quest. The issue of currency gave the bank 
“^8® When a number of former French colonies regained 

their independence, this bank adapted to the new conditions and 
was renamed as Banque ccntrale des Etats de 1* Afriquc de V 
Quest. In Mali, money was is.sued by a special agency of that 
bank. This continued until July 1962. 

Mali government carried out a money reform and intro* 
duced its own national monetary unit, The Mali Franc, equiva- 
lent to 0.0036 g'-am of pure gold. The reform virtually stop- 
ped the foreign currency. Currency is no longer issued by a 
foreign bank, but by the Banque de la Republicue du Mali 
which controls now the currency and the operations of all the 
banks in the nation. The above Bank is now the central bank 
of Mali which took over one-eighth of all the assets and liabi- 
lities of Banque centrals des Etats de 1* Afrique de 1* Quest. 

French Banks which had their branches in the Mali land do 
operate still. Their operations and activities are controlled and 
limited by the State Bank. 

National Commercial Banks, such as the Banque populairc 
du Mali pour Le Dcveloppraent, have been founded for Marshalling 
internal and external resources for national economic develop- 
ment. Banque malienne de credit de deposists and the central 
Agricultural credit Bank are of recently origin to serve primarly 
agriculture and industry. However, the Mali government is increa- 
singly inclined towards socialism and attempting to follow the 
soviet system of banking operations. 


CUBA 


Cuba’s present credit system is formed of 15 major banks, 6 
of which are the branches of foreign banks. In addition their 40 

small locally owned banks and the Banoc De Los Colonos, which 
conceniraie'-; in the fields of advances to small and medium su^r 
planters. The New National Bank, started in 1950, is the lender 
of last resort and the government banker. 


Banking System does not meet the requirements of Cuban 
farmers and small industrial establishments which depend ^inly 
on mercantile credits for their short-term needs cooperatives in 
very few do exist to play their tiny role in Cuban credit 
The Government has recently started agricultural and >ndu«t^ 
Development Banks to supplement the existing credit faaUtie, 
working closely with National Bank. 

In Cuban economy’s credit system the collective laving 
institutions play important role. Then Is postal savings system 
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besides pension and retirement funds, foreign and cuban owned 
insurance companies operate in ibe island. 

Capitalization companies have become an important means of 
savings for the middle class, and the method for expanding home 
ownership. The market for private security issues is extrenely 
limited, but a very promising activation of the government bond 
market has taken place in the last few years. 

PAKISTAN 

Banking in Pakistan had a recent origin as this new nation 
emerged from the division of India in 1947. Before partition 
banking in the region, now forming the West Pakistan, was well 
developed. , But with the migration of (he Hindu population from 
these greas, these banks were closed down as the staff working . 
therein were non Muslims. As against 364 offices of the scheduled • 
banks operating before partition only 62 remained open after- 
wards. The. Imperial Bank of India has looked after the banking 
business in Pakistan before it was ultimately handed over to the 
National Bank of Pakistan which was a joint venture of tht 
private and public resources. 

Commercial banking in Pakistan was composed of Exchange 
Banks, the Ind an Banks and the Pakistani Banks. Banking busi- 
ness in Pakistan is done on the same lines as in India. The 
cooperative banking system also made a headway in meeting the 
requirements of rural people especially the agriculturists. But the 
country is poverty ridden, there is lack of banking habits in the 
people and absence of proper economic climate for advancement 
of the banking system on efficient lines. Irrespective of this fact 
Pakistan has made steady progress in commercial banking to stand 
on Its own legs to meet the requirements of the nation in the 
existing state of it seconomy. 


OTHER NATIONS 

Banking system in the countries which remained as British 
Colonies or came under their influence is followed on the lines of 
the British pattern. The Banking system in the countries as nar- 
rated above is alike with the differences made to suit indivi- 
dual economic conditions in different nations. The Banking 
g^stem in South Africa, Southern Rhodesia, Nyasaland and other 
British held Colonies is based on the English banking as in 
India, Pakistan, Ceylon, Burma, Malaysia and so on. 

On the other side of the banking world there are socialist 
nations where the banking system stands completely nationalized 
and vested in the governments. In this fold are the nations 
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Pni»nH®n 1 f which include East Gennany, 

Ro™''ia. Hungary, and so on 

ni*ft c® economic reform is being felt 

not been able touring 
manifold financial adjustments in their economies. * 


A^SOslavia of course has been heading towards such cco- 

- massive foreign credit help 

to establish a market socialism. Russia howeverf has nots for 

obywus reasons. liked such economic reform to be carried out 
in the nations of Eastern Europe. 


The National Bank of Yugoslavia is a direct party to the 
economic reforms in Yugoslavia which establishes the feet that, 
to a great exteot» the cooperation of the banking insthutiops 
in these reforms is predominantly essential. The economic re* 
form in this country has followed by the high rale of inOa- 
k ** *** decontrol of pricing system beoefitiog 

Tk producers and bringing increase in their wages. 

Thus, banking finance, in investments, has increased. The cx* 
perience of the Yuogoslav reforms depicts that the economic re- 
form IS to follow a suitable change in the nationalised banking 
sector. 


I 


I 
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appendix I 

TEST OF THE BANKING COMPANIES ORDINANCE 1969 

I. Following is the text of the Binking Companies (Acquisition 
and Transfer of Undertakings) Ordinance, 1969. 

An Ordinance to provide for the acquisition pd transfer of 
the undertakings of certain banking companies in order to scryt 
better the needs of development of the economy m conformity wito 
national policy and objectives and for matters connected therewith 

or incidental thereto. 

Whereas Parliament is not in session and the Vice-President 
acting as President is satisfied that circumstances exist which render 
it necessary for him to take immediate action : 

Now, therefore, in exercise of the power conferred by clause 
(1) of article 123 of the Constitution, the Vice-President acung 
as President is pleased to promulgate the following Ordinance : 

<1) This Ordinance may be called the Banking Companies 
{Acquisition and Transfer of Undertakings) Ordinance. 1969. 

(2) It shall come into force at once. 

In this Ordinance, unless the context otherwise requires;-^ 

(a) ^'banking company,” does not include a foreign company 
within the meaning of Section 59l of the Companies Act. 1956 ; 

(b) “existing bank” means a banking company specified in 
column 1 of the First Schedule, being a company the deposits of 
which as shown in the return as on the last Friday of June, 1969, 
furnished to the Reserve Bank under Section 27 of the Banking 
Regulation Act, 1949, were not less than rupees fitty crores; 

(c) “corresponding new bank*' in relation to an existing bank 
means the body corporate specified against such bank in column- 
2' of the First Schedule ; 

(d) “custodian** means the custodian referred to, or appointed, 
under Section 10 ; 

(e) “Prescribed” means prescribed by rules made under thU 
Ordinance ; 

(f) “Tribunal" means the Tribunal constituted under Sectinot 
7 ; 
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(g) Words and expressions used herein and not de6ned but 
defined in the Banking Regulation Act, 1949, have the meanings 
respectively assigned to them in that Act. 

2, Transfer of the ondertakiogs of existing banks 

(1) On the commencement of this Ordinance, there shall be 
constituted such corresponding new banks as are specified in the 
First Schedule. 

(2) The paid-up capita! of every corresponding new bank 
constituted under sub-section (1) shall until any provision is made 
in this behalf in any scheme made under Section 13, be the paid-up 
capital of the corresponding existing bank. 

(3) The entire capital of each corresponding new bank shall 
stand allotted to the Central Government. 

(4) Every corresponding new bank shall establish a reserve 
fund to which shall be transferred the balance, if any. standing to 
the credit of the appropriate existing bank and such further «ums if 
any as may be transferred in accordance with the provisions of 
Section 17 of the Banking Regulation Act, 1949. 

(5) Every corresponding new bank shall be a body corporate 
with perpetual succession and a common seal and shall sue and be 
sued in its name. 

(6) Every corresponding new bank shall carry on and trans- 
act the business of banking as defined in Cliuse (b) of Section 5 of 
the Banking Regulation Act, 1949. and may engage in one or more 
forms of business specified. in sub-section (1) of Section 6 of 
that Act. 

On the commencement of this Ordinance, the undertaking 
of every existing bank shall be transferred to and shall vest in the 
corresponding new bank. 

(1) The undertaking of each existing bank shall be deemed to 
include all assets, rights, powers, authorities and privileges and alt 
property movable and immovable, cash balances, reserve fund, in- 
vestments and all other rights and interests arising out of such 
property as were immediately before the commencement of this 
Ordinance in the ownership, possession, power or control of the 
existing bank in relation to the undertaking, whether within or with- 
out India, and all books of accounts, registers, records and all 
other documents of whatever nature relating thereto and shall also 
be deemed to include all borrowings, liabilities and obligations of 
Whatever kind then subsisting at the existing bank in relation to the 
undertaking. 
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(2) If, accordinc to the laws of any country outside India, 
the provisions of this Ordinance by themselves are not effective to 
transfer or vest any asset or liability situated in that country which 
forms part of the undertaking of an existing bank to. or in, the 
corresponding new bank, the affairs of the existing bank in relation 
to such asset or liability shall, on and from the commencement of 
this Ordinance, stand entrusted to the chief executive officer for 
the time being of the corresponding new bank, and the chief execu- 
tive officer may exercise all powers and do all such acts and things 
as mav he exercised or done by the existing bank for the purpose of 
effectively winding up the affairs of that bank. 


(3) The chief executive officer of the corresponding new 
bank shall, in excercise of the powers conferred on him by sub- 
section (2). take all such steps as may be required by the laws of 
any such country outside India for the purpose of effecting such 
transfer or vesting and in connection therewith may either himself 

or through any person authorized by him in this behalf realize any 
asset and discharge any liability of (he existing bank. 


(4) Notwithstanding anything contained in sub-section (2) 
on the commencement of this Ordinance no person shall make any 
claim or demand or take any proceeding in India against any exist- 
ing bank or any person acting in its name or on its behalf except 

in so far as may be necessary for enforcing the provisions of this 

section or except in so far as it relates to any offence committed bv 
such person. ^ 


(5) Unless otherwise expressly provided by this Ordinance all 
contracts, deeds, bonds, agreements, powers of attorney, grants 
of legal representation and other instruments of whatever nature 
subsisting or having effect immediately before (he commencement 
of this Ordinance and to which the existing bank is a party or 
which are in favour of the existing bank shall be of as full force 
and effect against or in favour of the corresponding new bank, and' 
may be enforced or acted upon as fully and effectively as if in the 

place of the existing bank the corresponding new bank had been 

a party thereto or as if they bad been issued in favour of the corres- 
ponding new bank. 


on date of commencement of this Ordinance, anv- 

nature is pending bv 
“bate, be discont^ 

i other proceed! 
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(t) The Central Government shall pay compensation to each 
existing bank for the acquisition of its undertaking and such com- 
pensation shall be determined in accordance with the principles 
specified in the Second Schedule and in the manner hereinafter set 
out, that is to say : — 


(a) where the amount of compensation can be fixed by 
agreement, it shall be determined in accordance with such agree- 
ment. 


(b) where no such agreement can be reached, the Central 
Government shall refer the matter to the Tribunal within a period 
of three months from the date on which the Central Government 
and the existing bank fail to reach an agreement regarding the 
amount of compensation. 

(2) Notwithstanding that separate valuations are calculated 
under the principles specified in the Second Schedule in respect of 
the several matters referred to therein, the amount of compensation 
to be given shall be deemed to be a single compensation to be 
given for the undertaking as a whole. 

(3) The amount of compensation determined in accordant 
with the foregoing provisions shall be paid to each existing bank in 
marketable Central Government securities and the form of such 
securities and the value thereof, computed with reference lo their 
market value shall be such as the Central Government may. by 
notification in the Official Gazette, specify in this behalf. 


Provided that where the amount of such compensation is not 
an exact multiple of the value of the Government security as so 
notified, the amount in excess of the nearest lower multiple of such 
value shall be paid by cheque drawn on the Reserve Bank. 

(I) The Central Government may for the Piiyose ofth« 
Ordinance constitute a Tribunal which shall consist of a Chairman 
and two other members. 


(2) The Chairman shall be a person who is or has been^a 

Judge of a High Court or of the Supreme Court and of the two 

other members, one shall be a person who in the opinion oi tne 

Central Government, has had experience of ‘’f "fj’le mean- 
sbail be a person who is a Chartered Areountont within the mean- 

ing of the Chattered Accountants* Act, 1949. 

(3) If. for any r^son. a vacancy o~urs in^the offlee^of 1^ 

Chairman, or any other member of ‘jj® . • person 

■Government may fill the va^ncy by appoiiiting ^otner^ 
thereto in accordance with the provisions of sub section 
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any proceeding may be continued before the Tribunal so consti- 
tuted from the stage at which the vacancy had occurred. 

(4) The Tribunal may for the purpose of determining any 
compensation payable under this Ordinance, choose one or more 
persons having special knowledge or experience of any relevant 
matter to assist in the determination of such compensation. 

The Tribunal shall have the powers of a civil court, while try- 
ing a suit under the Code of Civil Procedure 1908, in respect of 
the following matters, namely 

(a) aummooiog and enforcing the attendance of any person 
and eiaminiog him on oath; 

(b) requiring the discovery and production of documents; 

(c) receiving evidence and affidavits; 

(d) issuing commissions for the examinatioii of witnesses or 
documents. 

(1) The Tribunal shall have power to regulate its own pro- 
cedure. 

(2) The Tribunal may hold the whole or any part of iU 
inquiry in camera. 

(3) Any clerical or arithmetical error in any order of the 
Tribunal or any error arising therein from an accidental slip or 
ommission may, at any time, be corrected by the Tribunal either ' 
by its own motion or on the application of any of the parties. 

3. Management of corresponding new banks 

4 

(1) The bead office of each corresponding new bank shall 
w at such place as the Central Government may, by notification in 
we Official Gazette, specify in this behalf, and, until any such place 
IS so specified, shall be at the place at which the head office of the 
oxistiDg bank in relation to which it is a corresponding new bank 
18 on the date of the commencement of this Ordinance located. 

(2) The general superintendence and direction of the affairs 

and business of a corresponding new bank shall, until any provi* 

smn to the contrary is made under any scheme under Section 13, 

oc y^ted in a Custodian, who shall be the chief executive of^r of 
that bank. 

existing bank holding office aa 

n commencement of this Ordinance, 

shall be the Custodian of the coriespoDding new bank. 
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Provided (hat the Centra! Government raayjfit is of opinl. 
on that it is necessary to do so, appoint any other person as th© 
Custodian of a corresponding new bank. 

(4) The Custodian shall hold office during the pleasure of 

the Central Government and shall receive the same emoluments as 

he was receiving immediatly before the commencement of this 

Ordinance. 

« 

(1) Every corresponding new bank shall, in the discharge of 
its functions, be guided by such directions in regard to matters of 
policy involving public intprest as the Central Government may, 
after consultation wiih the Governor of the Reserve Bank, give. 

(2) Tfany question arises whether a direction relates to a 

matter of oolicy involving public interest, it shall be referred to the 
Central Government and the decision of the Central Government 
thereon shall be final. ■ 

(1) There shall be an advisory Board to aid and advise the 
Custodian in the discharge of his duties. 

Provided that the Advisory Board shall be dissolved on the 
constitution of a Board of Directors under Clause (b; of subsection 
(2) of Section 13: 


Provided further that the Central Government may, if it is of 
opinion that it is necessary to do so, dissolve the Advisory Board 
at any other time. 


(2) The Advisory Board shall consist of such persons as th© 
Central Government may, by notification in the Official Gazatte» 
appoint. 


(1) The Central Government may, after consultation with 
the Reserve Bank, frame one or more schemes for carrying out th©. 
provisions of this Ordinance in relation to existing banks. 


f2) Tn particular, and without prejudice to the generality of 
the foregoing powers, the said scheme may provide for all or any 
of the following matters, namely * 


(a) the capital structure of the corresponding new bank, so, 
however, that the paid-up capital of any such bank shall not be in* 
excess of fifteen crores of rupees; , 


(b) the constitution of the Board of Directors, by "ha'wer 

name called, of the corresponding new bank “"d 
in connection therewith or incidental thereto as the Cent 
Government may consider to be necessary or expedient, 
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(c) the manner of the payment of the compensation to the 
^hare'holders of the existing bank; 

(d) such incidental, consequential and supplemental mat* 
ters as may be necessary to carry out the provisions of this 
Ordinance. 


4. Miscellaneons 

(1) Every corresponding new bank shall cause its books to 
be closed anJ balanced on the 31st day of December of each year 
and shall appoint, with the previous approval of the Reserve Bank, 
auditors for the audit of its accounts. 

(2) The audited accounts of every corresponding new bank 
shall be verified and signed and tran>mitted to the Central Govern* 
ment and the Reserve Bank in such manner as may be prescribed. 

(3) After making provision for bad and doubtful debts, 
depreciation in assets, contributions to staff and superannuation 
funds and all other matters for which provision is necessary under 
any law, or which are usually provided for by banking compa- 
nies, a corresponding bank shall transfer the balance of profits 
to the Central Government. 


(1) Every person holding office as Chairman, Managing or 
other Director of an existing bank, shall be deemed to have vaca> 
ted office on the commencement of this Ordinance. 


(2) Save as otherwise provided in sub-section (1) all officers 
and other employees of an existing bank shall become, on the 
commencement of this Ordinance officers or other employees of 
the corresponding new bank and shall hold their offices or services 
in that bank on the same terms and conditions and with the same 
rights to pension, gratuity and other matters as would have been 
admissible to them if the undertaking of the existing bank had not 
been transferred and vested in the corresponding new bank. 


(3) For the persons who immediately before the commence- 
ment of this Ordinance were the trustees for any pension or provi- 
dent fund constituted for the officers or other employees of an exist- 
bank, these shall be substituted as trustees for such persons as 
the Central Government may. by general or special order, specify. 

* Notwithstanding anything contained in the Industrial Dis- 
putes Act 1947, or in any other law for the time being in force, the 
^nsfer of the services of any officer or other employee from an 

^ a corresponding new bank shall not entitle such 

u to any compensation under this 

law for the time being in force and no such 
aotforit^ entertained by any court, tribunal or other 
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( 1 ) Every corresponding new bank shall observe except as 

otherwise required by law. the practices and usages custoLy 
among bankers, and. in particular, it shall not divulge any infor^. 
mation relating to or to the affairs of its constituents except in 
circumstances in which it is. in accordance with law or practice 
and usage customary among bankers, necessary or appropriate for 
the corresponding new bank to divulge such information. 

(2) Every Custodian of a corresponding new bank shall be 

deemed to be a public servant for the purpose of Chapter IX of 
the Indian Penal Code. ^ 


All acts done by the Custodian, acting in good faith, shall, 

notwithstanding any defect in his appointment or in the procedure, 
be valid. 

Every Custodian of a corresponding new bank and every 
officer of the Central Government and of the Reserve Bank shall 
be indemnified by such bank against all losses and expenses incurr- 
ed by him in or in relation to the discharge of his duties except 
such as have been caused by his own wilful act or default. 

^'^ference to any existing bankin any law. other than 
this Ordinance, or in any contract or other instrument shall be 

. c to the corresponding new bank in rela- 

tion to It. 

Notwiihstanding anything contained in any other law for the 
^me being in force, an existing bank shall, on such date as the 
Central Government may by notiecation in the Official Gazette 
specify in this behalf, stand dissolved. 

(1) The Central Government may for the purpose of carry- 
ing Out the provisions of this Ordinance may make such rules as it 
may think fit. 

( 2 ) (n particular, and without prejudice to the generality of 
the foregoing powers, such rules may provide for all or any of the 
following matters, namely : — 

(a) the manner in which the business of the Advisory Board 
shall be transacted and tbe procedure to be followed at (he meet# 
ings thereof; 

(b) fees and allowances which maybe paid to members of 
the Advisory Board for attending any meetings of the Board or of 
any Committee that may be constituted by tbe Board ; 

(c) the formation of any Committee whether of the Advisory 
Board or of tbe corresponding new bank and the delegation of 
powers and functions of such Committees ; 


(d) any other matter which is required to be, or may be, 
prescribed. 

(e) every rule made by the Central Government under this 
Ordinance shall be laid as soon as may be after it is made before 
each House of Parliament while it is in session for a total period 
of thirty days, which may be comprised in one session or in two 
successive sessions, and if, before the expiry of the session in which 
it is so laid or the session immediately following, both Houses 
agree in making any modification in the rule or both Houses agree 
that the rule should not be made, the rule shall thereafter have 
effect only in such modified form or be of no effect as the case 
may be ; so, however, that any such modification or annulment 
shall be without prejudice to the validity of anything previously 
done under that rule. 


In the Banking Regulation Act. 1949— 

(a) In sub-section (J) of Section 34* A, for the words *‘and 
any subsidiary bank*’, the words “a corresponding new bank con- 
stituted under Section 3 of the Banking Companies (Acquisition 
and Transfer of Undertakings) Ordinance, 1969, and any subsidiary 
bank’* shall be substituted ; 


(b) in sub-sectionl(3) of Section 36-AD, for the words “and 
any subsidiary bank**, the words “a corresponding new bank cons- 
tituted under Section 3 of the Banking Companies (Acquisition 
and Transfer of Undertakings) Ordinance. 1969, and any subsi- 
diary bank shall be substituted ; 


(c) in Section 51. for the words **or any other banking insti- 
tution notified by the Central Government in this behair* the 

.1 corresponding new bank constituted under Section 

3 of the ^nkrng Companies (Acquisition and Transfer of Under- 
hiT Ordinance. 1969, or any other banking institution notified 
by the Central Government in this behair* shall be substituted. 


A u ^*fficuUy arises in giving effect to the provisions of this 
Act, the Central Government may make such order, not inconsis- 
tent with the provisions of the Act, as may appear to it to be 
necessary for the purpose of removing the difficulty. 

Existing bank : 

Central Bank of India Limited 
Bank of India Limited 
Punjab National Bank Limited 
Bank of Baroda Limited 
United Commercial Bank Limited 
Canara Bank Limited 
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United Bank of India Limited 
Dena Bank Limited 
Syndicate Bank Limited 
Union Bank of India Limited 
Allahabad Bank Limited 
Indian Bank Limited 
Bank of Maharashtra Limited 
Indian Overseas Bank Limited 

The First Schedule 
(See Sections 2, 3 and 4) 

Corresponding new bank : 

Central Bank of India 
Bank of India 
Punjab National Bank 
Bank of Biroda 
United Commercial Bank 
Canara Bank 
United Bank of India 
;)eoa Bank 
Syndicate Bank 
Union Bank of India 
All ihabad Bank 
Indian Bank 
Bank of Maharashtra 
Indian Overseas Bank 

The Second Schedule 
(See Section 6) 

Principles of Compensation 

I. The compensation to be paid by the Central Government 
to each existing bank in respect of the acquisition of the under- 
taking thereof shall be an amount equal to the sum total of the 
value of the assets of the existing bank as on the commencement 
of this Ordinance, calculated in accordance with the provisions of 

Part I less than sum total of the liabilities computed and obli^tions 
of the existing bank calculated in accordance with the provisions ot 

Part 11. 


(Part I— Assets) 

For the purpose of this Part “assets” means the total of the 

following : 

(a) the amount of cash in hand and with the Reserve Bank 
and the State Bank of India (including foreign currency notes which 
shall be converted at the market rate of exchange) ; 
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np amount of balances with any bank whether on deposit 

held balances 

held ontaide India being converted at the market rate of 

ftS shSi balances which are not realizable in 

ftUl shall be deemed to be debts and valued accordingly ; 

market value, as on the day immediately before the 

rentZTTodf 4 seourities/ehares de! 

oonwm^. ^ ^ investments, held by the bank 

Explanation— For the purpose of this clause 


Office 


Central Government, such as Post i 

isHasssss 

w„. * .:xsiS'vro3ir.a.s; 

ascertainable oris, for any*^ reason ^nne nn« -d 

the fair value thereof considered, as refleoting 

shall be valued at such ^ amnnnf the security 

ing ~g.rd to tV. •>"- 

tnre. tld'or^tht'’ Slent “ 

reason of its having been affected L A reasonable by 

-rent may be valniiTn the tLis “vest- 

reasonable period : ^ ‘ average value over any 

bond ~ otter^enfilt^lr? -^®>>ontare 

aoy. ehall be takertaA ®“'y »"®b value if 

to the finanoiM posrtion oLt reasonable, 

ividend paidby it dnriL th^„«^.,°^ ‘*‘5 ooncem, the 
relevant fMt^ ■ ® preceding five years and other 

• 
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{i) the amount of advances (including loans, cash credits, 
overdrafts, bills purchased and discounted) and other debts, 
whether secured or unsecured, to the extent to which they are rea« 
sonably considered recoverable having regard to the value of the 
security, if any, the operation on the account, the reported worth 
and responsibility of the borrower, the prospects of realization 
and other relevant considerations ; 

{e) the value of any land or building : 

(/) the total amount of the premia paid, in respect of all 
leasehold properties, reduced in the case of each such premi^ by 
an amount which bears to such premium the same proportion as 
the expired term of the lease, in respect of which such premium 
shall have been paid, bears to the total term of the lease ; 

(^) the written down value as per books, or the realizable 
value, as may be considered reasonable, of all furniture, fixtures 
and fittings ; 

(A) the market or realizable value, as may be appropriate of 
other assetsappearing on the book of the bank, no value being 
allowed for capitalUed expenses, such as share selling commission, 
organizational expenses and brokerage, losses incurred and 
similar other items. 


(Part n— UubUltles) 

For the purposes of this Part "liahilities” means the total 

amounts of all outoide liahilities existing at the commencement of 

the Ordinance, and all contingent liabilitiea which 

ing new bank may reasonably he expected to be 

ont of its own reasonrcee on or after the date of commenoemm 

the Ordinance. 

Certain Dividends Not To Be Taken Into Aceonnt 

after the commencement of the Ordinance. 



APPENDIX II 


The followiag are excerpts from the Banking Oom'^ anies 
(Acquisition and Transfer of Undertakings) Ordinance, 1070, 
shoving changes in the Bank Nationalization Act of and July 
19 Ordinance as given under Appendix I 

Promulgated by the President in the Twenty-first Year of 
the Bepublio of India. 

An Ordinance to provide for the acquisition and transfer of 
the nndertakings of certain banking companies in order to serve 
better the needs of development of the economy in conformity 
with national policy and objectives and for matters connected 
therewith or incidental thereto. 

Whereas Parliament is not in session and the President is 
satisfied that circumstances exist which reader it necessary for 
him to take immediate action ; 

Now, therefore, in exercise of the powers conferred by clause 
(1) of article 123 of the Constitution, the President is pleased to 
promulgate the following Ordinance : 


CHAPTER I 

Short title 

/ A Ordinance may bo called the Banklos Oompanies 

(Acquisition and Transfer of Undertakings) Ordinance, 1970. 

The provisions of this Ordinance (except section 21, which 
shall come into force on the appointed day) shall be deemed to 
have come into force on the 19th day of July 1960 


CHAPTER III 

Payment of compensation 

existing bank shall be given by the Central 
wotfon TT compensation in respect of the transfer under 
the exiafein* \ bank of the undertaking of 

Se 3 sZaa:!' 
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compensation referred to in sub-seotion 
(1) shall be given to every existing bank, at its option— 

{a) in cash (to be paid by cheque drawn on the Reserve 

iiank) in three equal annual instalments, the amount of 

each instalment carrying interest at the rate of four per 

per cent per annum from the commencement of this 
UrdinaDce, or 


(b) in saleable or otherwise transferable promissory notes 
or stock certificates of the Central Government issued 
and repayable at par and maturing at the end of— 

(I'j ten years from the commencement of this Ordinance 
and carrying interest from such commencement at 
the rate of four and a half per cent per ftnnnm, or 

(it) thirty years from the commencement of this Ordi- 
nance and carrying interest from such commence- 
ment at the rate of five and a half per cent per 
annum, or 

(c) partly in cash (to be paid by cheque drawn on the 
Reserve Bank) and partly in such number of securities 
specified in item (i) or item (ii), or both, of clause (i) as 
may be required by the existing bank, or 

(d) partly in such number of securities specified in item (i) 
of clause (A) and partly in such number of securities 
specified in item («) of that clause, as may be required 
by the existing bank. 

(3) The first of the three equal annual instalments referred to 
in clause (a) of sub-eectioo (2) shall be paid, and the securities 
referred to in clause {b) of that sub-section shall be issued, with- 
in sixty days from the date of receipt by the Central Government 
of the option referred to in that sub section, or where no such op- 
tion has been exercised, from the latest date before which such 
option ought to have been exercised. 

(4) The option referred to in sub-seotlon (2) shall be ex- 
ercised by every existing bank before the expiry of a period of 
three months from the appointed day (or within such farther 
time, not exceeding three months, as the Central Government 
may, on the application of the existing bank, allow and the 
option so exercised shall be final and shall not be altered or re- 
scinded after it has been exercised. 

(6) Any existing bank which omits or fails to exercise the 
option referred to in sub-section (2), within the time specified 
in sub'Section (4), shall be deemed to have opted for payment in 
secnritics specified in item (i) or clause {b) of sub-section (2). 
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(6) Notwithstanding anything contained in this section any 
existing bank may, before the expiry of three months from the 
appointed day (or within such further time, not exceeding three 
months, as the Central Government may, on the application of 
the existing bank, allow, make an application in writing to the 
Central Government for an interim payment of an amount equal 
to seventy-five per cent of the amount of the paid-up capital of 
such bank, as on the commencement of tbie Ordinance, indicating 
therein whether the payment is desired in cash or in securities 
specified in Bub-seotion (2), or in both. 

(7) The Central Government shall, within sixty days from 
the receipt of the application referred to in sub-section (6), make 
the interim payment to the existing bank in accordance with the 

option specified in such application 

1 

(8) The interim payment made under enb-seotion (7) shall 
he set off against the total amount of the compensation payable 
to such existing bank under this Ordinance and the balance of 
the compensation remaining outstanding after such payment 
shall be given to the existing bank in accordance with the option 
exercised, or deemed to have been exercised, under sub-section 
(4) or sub-section (6), as the case may be : 

Providing that where any part of the interim payment is 
obtained by an existing bank in cash, the payment so obtained 
shall be set off, in the first ioetance, against the first instalment 
of the cash payment referred to in eub-section (2j, and in case the 
payment so obtained exceeds the amount of the first instalment, 
the excess amount shall be adjusted against the second instalment 
and the balance of such excess amount, if any, against the third 
instalment of the cash payment. 

(9) Any payment purported to have been made to an exist- 

ing hank under sub-seo^ion (3) of section 15 of the Banking Oom- 
paiues (Acquisition and Transfer of UndertHkings) Act, l969, shall 
be deducted by the Central Government from the amount of the 
compensation due to such existing hank and the amount so de- 
ducted shall be paid by the Central Government to the corres- 
ponding new bank. , 

.. - corresponding new bank shall, in the discharge of 

Its lunctiocs, be guided by such directions in regard to matters of 
policy involving publio interest as the Central Government may, 
after consultation with the Governor of the Reserve Bank, give. 

fi.A Central Government may, after consultation with 

m A Bank, make a soheme to amend or vary any scheme 

made under sub-section (1). / J 
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Chapter IV 

7(2) The general enperintendence, direction and manage- 
ment of the affairs and business of a corresponding new bank shall 
vest in a Board of Directors which shall be entitled to exercise all 
such powers and do all such acts and things as the corresponding 
new bank is authorised to exercise and do. 

(3) (a) As soon as may be after the appointed day, the 
Central Government shall, in consultation with the Reserve Bank, 
constitute the hrst Board of Directors of a corresponding new 
bank consisting of not more than seven persons, to be appointed 
by the Central GoTernment, and e* ery Director so appointed shall 
hold office until the Board of Directors is constituted in accord- 
ance with the scheme made under section 9 ; 


Provided that the Central Government may, if it is of opin- 
ion that it is necessary in the interests of the corresponding new 
bank so to do, remove a person from the membership of the first 
Board of Directors and appoint any other person in his place. 


(6) Every member of the first Board of Directors (not being 
an officer of the Central Government or of the Reserve Bank) shall 
receive such remuneration as is equal to the remuneration which 
a member of the Board of Directors of the existing bank wm 
entitled to receive i mm ediately before the commencement of this 
Ordinance. 


(4) Until the first Board of Directors is appointed by the 
Central Government under sub-section (3) the general superintend- 
ence, direction and management of the affairs and business of a 
corresponding new bank shall vest in a Custodian, who shall be 
the chief executive officer of that bank and may exercise all powers 
and do all acts and things as may be exercised or done by that 

bank. 


(6) The Chairman of an existing baiA holding 
immediately before the commencement of this Ordinance, shall 
the Custodian of the corresponding new 

the same emoluments as hb was receiving immediately before such 
commencement : 

Provided that the Central Government may. if t^he Chairman 

of an existing bank declines to become, or to continue to fnnct 
as a Custodian of the corresponding new »>ank. or if it « « 

opinion that it is necessary in the interests of the corr p ^ 8 

nL bank so to do, appoint any other ^all 

ft corresnondioff new bank and the Custodian so 

receive sChTufoluments as the Central Government may specify 
in this behalf. 
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CHAPTER V 


11. For the purpose of the income*tax Act, 1961, every 
corresponding new bank shall be deemed to be an Indian company 
and a company in which the public are substantially interested. 

12(1) Every person holding office, immediately before the 

commencement of this Ordinance, as Chairman of an existing bank 

shall, if he becomes Custodian of the corresponding new bank, be 

deemed, on such commencement, to have vacated office as such 
Chairman. 


AmeDdment of certain enactments 

20(1) In the Banking Regulation Act, 1949, 

(o) In Section 34A, in sub-section (3). for the words "and 
any subsidiary bank,** the words, figures and brackets "a corres- 
^ndmg new bank constituted under Section 3 of the Bankina 
^mpanies (Acquisition and Transfer of Undertakings) Ordinance^ 
i»70, and any subsidiary bank” shall be substituted ; ' 

in sub-section (3), for the words "and 
words, figures and brackets "a oorres- 
Comn ^constituted under Section 3 of the Banking 

T and Transfer of Undertakings) Ordinanw 

1970. and any subsidiary bank” shall be subgtitutedT 

flection 61, for the words "or any other bankinv 
rtitntion notified by the Central Government in this behalf ” 

onaTuI® corresponding new bank 

ins^tiol Ordinance. 1970. or any ither bank- 

Bhlll be robsUtnted ^ ® Government in tbie beheir- 

ffi) Schedule, in Part I of paragraph 1. in clause 

). ho Explanations shall be deemed never to have been inserted. 


Savings 

any o^nrt or ” “'der of 

«*Kmg8J Act, 1969, or by any person pnrpor- 
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ting to act on behalf of such bank and any right, obligation or 
liability acquired or inonrred, between the said dates, by or on 
behalf of such corresponding new bank shall be deemed to 
have been taken, done, acquired or inourred under the provisions 
of this Ordinance by or on behalf of the corresponding new bank 
constituted thereunder ; 

(6) Any action taken, or purported to have been taken, or 
anything done, or purported to have been done, between the 10th 
day of February, 1970, and the appointed day, by an existing bank 
or by any person acting on behalf of such bank, and any right, 
obligation or liability acquired or inourred, between the said dates 
by or on behalf of such existing bank shall be deemed to have 
been taken, done, acquired or incurred under the provisions of 
this Ordinance by or on behalf of the corresponding new bank con- 
stituted thereunder. 

(2) Any suit, appeal or other proceeding or whatever nature 
instituted on or after the 19th day of July, 1969, by or against a 
corresponding new bank purported to have been constituted by 
the Banking Companies (Acquisition and Transfer of Undertakings) 
Ordinance, 1969, or the Banking Companies (Acquisition and 
Transfer of Undertakings) Act, 1969, shall not abate, be disconti- 
nued, or be, in any way, prejudicially affected by reason of the 
expiry of the said Ordinance or the invalidation of the said Act, 
as the case may be, but such suit, appeal or other proceeding 
maybe continued, prosecuted and enforced by or against the 
corresponding new bank as if such suit, appeal or other proceed- 
ing had been instituted by or against the corresponding new bank 
co^tituted under this Ordinance. 

THE SECOND SCHEDULE 
Name of existing bank 


The Central Bank of India Ltd. 
The Bank of India Ltd. 

The Punjab National Bank Ltd. 
The Bank of Baroda Ltd. 

The United Commercial Bank Ltd. 
Canara Bank Ltd. 

United Bank of India Ltd. 

Dena Bank Ltd. 

Syndicate Bank Ltd. 

The Union Bank of India Ltd. 
Allahabad Bank Ltd. 

The Indian Bank Ltd. 

The Bank of Maharashtra Ltd. 
The Indian Overseas Bank Ltd. 


Amount of com^ 
pensatioH 

(in lakhs of rupees) 

1760 
U70 
1020 
840 
830 
360 
420 
360 
360 
310 
310 
230 
230 ^ 
260 ’^ 



